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Canada’s question 
Is breaking up 
easy to do? 
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Hong Kong hurting 
Skirmishes to strain 
the territory’s nerves 



Motor pollution 
A burning i 
ready to be 
Page 2 



German Mittelstand 
Bringing new muscle 
to the market 
Page 8 


WORLD NEWS 


Italian insurer nears 
settlement with 
Holocaust survivors 

Assfcuraztoni Generali, the 
largest Italian insurance group, 
last night appeared to be in the 
final stages of negotiating an out- 
of-court settlement with US law- 
yers suing rt over Holocaust sur- 
vivors' unpaid insurance poHctes. 
Page S 

CSnhm ratings improve 

A CBS News/New Voile Times 
poll showed 71 per cent of those 
asked approved of the Job Presi- 
dent Cfinton is doing as presi- 
dent, up lour percentage points 
from a week ago. Backlash 
. building, page 5 

Hew evidence on HammmftfW 

Archbishop Desmond Tutu of 
South Africa released documents 
he said suggested a Western plot 
was behind the death In 1961 of 
UN Secretary-General Dag Ham- 
marskjOld. Page 3 

No progress seen on Cyprus 

US envoy Thomas Miller held 
talks with Turkish leaders about 
Cyprus but there was no sign 
Ankara would accept that a pro- 
posal to halt military Rights over 
the island to avert a missile 
crisis. 

Thais to Base foreign investment 
Thailand's cabinet has approved 
a foreign investment law which, if 
enacted by parliament, aboBshes 
restrictions on majority foreign 
ownership in all areas of the 
economy except land. Page 4 

Worse flooring feared at Kaffah] 

Road waters have breached 
dykes in northern China, threat- 
ening a city of 3m people and 
forced the closure of more than 
2,000 08 wefls. Page 4 . 

ffiataeui coot, m amemnuon 

South Africa’s President 'Mandela 
sad the 14-nation Southern Afri- 
can Development Community 
(SADC) would not send troops to 
prop up President Kabila of the 
Democratic Republic of the - • 
Conga Africa split, Pegs 3 

Swiss unfreeze Kosovo account 
Switzerland has freed a.bank’ - 
account belonging to an ethnic 
Albanian Kosovar group that had 
bean frozen on suspicion it was 
being used to fond the rebefiton 
in the Serb province, ro ar s for 
refugees. Page 2 

Poland acts on Auschwitz 

Roland's government cancelled 
the lease on land outside Ausch- 
witz held by a group that allowed 
radical Roman Catholics to erect 
crosses at the atte. 

Supreme court to rale on Quebec 
Canada’s supreme court wOf 
today nde on whether Quebec 
has the constitutional right to 
secede unilaterally from the rest 
of the country. Pago 5; 

Observer, Page 11 

BAe acknowledges L&yaa tatta 
British Aerospace said It was . 
hokflng preliminary talks with 
Libya on rebuilding the country's 
ctvH aviation infrastructure, but 
said there was no question of it 
breaching UN restrictions on 
dealing with Tripoli. Pegs 7 

Noise may dose ScHpol 

Amsterdam's Schlpol airport may 
have to dose for several weeks 
at the end of this yew to meet 
environmental noise limits. 

Page 2 

Scientists look for 'flu virus 
Scientists in the Arctic began 
exhuming six frozen corpses in 
the hope of tracing the deadly 
1918 influenza vims that swept 
the world. 


business news 


Krupp profits up 
ahead of planned : 
Thyssen merger 

Krtipp, the German engineering 
and steel group, sat' the scene 
for its planned merger with 
Thyssen by reporting a doubling 
of profits in the first half, boosted 
by strong performance in Its 
automotive division. Pre-tax 
profits Jumped to DM41 1m 
($228m) from DM204m in the 
first half of 1997. Page 13 

KJbH Inge Rofckey the acquisitive 
Norwegian entrepreneur, unvoted 
a sweeping NKr1.57bn ($20&5m) 
restructuring of his shipbuilding- 
to-aeafoods business empire, 
creating Scandinavia's most 
diverse conglomerate. Page 13 ' 

Defl Computer shares jumped to a 
record high after the US direct 
seller of personal computers 
reported much higher than 
expected second quarter 
earnings and announced plans 
fora stock split Page 13 

MeritaNorribankan, the banking 
group formed by last year's 
merger of Finland's Merita and 
Nordbanken of Sweden, is 
considering expanding its 
alliance to indude a third partner- 
in the Nordic region. Page 16 

ProLogls, the US group that 
spedafees in cfistribufi'on 
centres, has acquired warehouse 
chain Kingspark Group for 
$1 57m, giving the Denver-based 
company Its first significant 
presence in the UK. Page 18 

BIS, the US-based provider of 
information technology services, 
is today expected to announce a 
E300m ($4 95m) five-year contract 
to provide global IT support to . 
British Petroleum. Page 4. 

Woodside Petrotenm, Australia's 

largest oil and gas exportation 
end production group, blamed 
lower on prices and uncertainty 
for a 7.5 per cent faB In interim 
first half net profits. Pegs 17 ' 

Beatete Baok is plugging a - 

European gap In its global 
portfolio traefing business by 
reuniting same of the team 
separated by the hreak-up of 
NatWest Markets. Page 18 

Moody’s, the US credft agency, 
downgraded the long-term debt - • 
rating of Nissan Motor and 
Mitsubishi Motor to one notch 
above speculative grade or “junk 
bond status”. Page 13 

The BSD is set tocut credit lines 
to marry Japanese banks, adding 
to mounting market pressure on 
Japan to solve itsbanking 
problems. Page 6 

Liberty Life, the South African life 
assurer still reeling from a failed 
metger in Mqy, announced a 
56 per cent Increase in first half 
earnings. Page 16 

Islamic Development Bank 

directors are expected to 
consider Pakistan’s request for 
help to stave off Its debt crisis on 
September 6 . Page 6 

TBWA, the UK advertising 
company. Is buying a majority 
stake to Nippo, the unlisted Jap- 
anese agency. Page J3 

Merritt Lynch’s Madrid subsidiary 
plans to open shops In Spanish 
cities selling international bonds 
and equities. Page 16 

Euro Prices A 

A romptehanalw staflsHqalBulde to the 
new wironirawsy mowriig 
;wdwn B e,tMri \ \ 
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Russia spent 
$4.8bn IMF 

fund in failed 
rouble defence 

Debt restructuring plan postponed 


By Join nwmftBT fa Monaer 


Russia spent all the B4.Bbn 
additional suR?ort loan disbursed 
by tlie International Monetary 
Fund last month. In the failed 
defence of the rouble, Sergei 

Dubinin, tha nmtn» 1 Kntilr gover- 

nor.said yesterday. 

Mr Dubinin, who has come 
under fierce political fire this 

Week sin ms armn m ii+tng that fho 

rouble would in effect be 
devalued, said the central bank 
bad spent op to f&Sbn to support 
the currency since July 20. The 
other $ibn was used by the 
finance ministry to redeem 
short-term government debt 

Mr Dubinin's comments came 
as the nffleiai rouble exchange 
rate slid from &£8 to the dollar to 
GJ99 and Russia continued to 
grapple with its most serious 
financial crisis since 199L The far 
higher unofficial rates being 
offered on Russia's streets are 
now beginning to converge with 
the official rate. 

The IMF is expected to dis- 
burse the second tranche of its 
*112ton loan in September to help 
replenish the central bank's 
reserves and control the slide in 
the rouble.' On Monday, 1 the cen- 
tral bank widened its currency 
bbtud, wiwirfwy ft possible fra* the 
rouble to frill to ftS.t o the dollar 
by the year-end,. an effective 
devaluation of 34 per cent 
The government also con- 


talks -with two western banks, 
JJ 7 . Morgan and Deutsche Bank, 
about the debt conversion. Sergei 
Kiriyenjto, the Russian prime 
mttdBter’/Mr Fyodorov and other 
nffigfaiw are expected to meet for- 
eign investors again today. 

Foreign investors, who had 
seen prelnrdnaiy debt restructur- 
ing proposals, claimed yesterday 
they were being discriminated 
against to the advantage of 
domestic bondholders. The IMF Is 
also believed to be worried about 
possible discrimination under the 
debt restr u ct u ring plan. 

Mr Kiriyenko vowed Russia 
would fulfil all its external debt 
obligations in spite of a 90-day 
moratorium imposed on the ser- 
vicing of some commercial for- 
eign debts. 

He also promised the govern- 
ment would soon take further 
measures to encourage domestic 
production while reducing the 
imports of non-essential foreign 
goods. This month, the govern- 
ment imposed an additional 3 per 
cent surcharge on all imports in 
an attempt to keep Russia's trade 
balance under central 

President Boris Yeltsin, who 
has been on. holiday for more 
than a month, was said to be fop 
to date an ell matters". But a 
presidential offfofori was unable 
to say when the 67-year-old 
president would return to the 
Kremlin. .. 

Separately, Igor Shuvalov, act- 
ing head of the Federal Propert y 


finned yesterday it woul d pos t- 
jKHre^^^s^buncemeiit foTteS' " TfttiM, said the auction price for a 
terms of a co n troversial domestic 5 per cent stake in Gazprom, the 


debt restructuring until Monday. 
But continued uncertainty about 
the government's plans prourpted 
another sharp sell-off in the stock 
market: The RTS-IF benchmark 


index of Russian stocks closed 
down 9.42 per cent yesterday, its 
lowest paint in 28 montha. 

Boris Fyodorov, deputy prime 
minister In charge of debt 
restructuring, yesterday had 


state-owned gas company, might 
be changed on the advice of Deut- 
sche Bank. The bank had recom- 
mended the Fund should not 
announce the auction before stra- 
tegic investors had confirmed 
they Intended to buy shares. 

Breathing space, Pve 2 
Editorial Comment, Pago 11 
C w ie uclM | Page 21 


Kohlberg wins race 
to buy Hoechst arm 


By Jenny Luufay la London and 
imboi Lends In Mew York 


EoMberg Kravis Roberts, the US 
private, equity investor, yesterday 
beat off the world's two largest 
chomiealK com panies fax a race to 
acquire paints company Herberts 
from German group Hoechst 

The DMSbn ($L6bn) deal marks 
Germany’s largest leveraged 
buy-out, and one of the largest in 
Europe. It follows KKR’s 
announcement last month of the 
biggest private sale Of a public 
company in the UK, with the 
buy-out of insurer Willis Car- 
roan. 

KER said yesterday the deals 
were lust the beginning" of its 
expansion plans in Europe. The 
company, famous for financing 
leveraged buy-outs in the US in 
the late 1980s, has spent f4bn 
acquiring five European compa- 
nies in the last two years. 

Observers suggest far greater 
funds are on the way, with a 
strin g of s imilar deals expected 
from KKR and other US private 
equity groups in Europe over the 
next tow months. 

tJS institutions specialised in 
Investing to buy-outs are raising 
new funds at record rates and 
have been setting up European 
offices to seek buying opportuni- 
ties. 

According to Buyouts, the US 
newsletter, in the second quarter 
of this year US buy-out funds 
raised more than $23bn of new 
money - the highest amount 
raised in a single quarter. 

Buy-out funds are normally 
permitted to invest around 2s per 
cent in non-US businesses and, 
with equity investments typically 


leveraged, by a factor of four to 
one, their collective firepower 
available for de al s outside the US 
increased by $24bn in the second 
quarter alone. 

This looks set to introduce a 
new class of competitor within 
the chemicals Industry, which is 
undergoing intensive consolida- 
tion and restructuring. 

In acquiring Herberts, RKR 
was up against the world’s two 
largest chemical companies - 
BASF of Germany and DuPont of 
the US. PPG, the US paints com- 
pany, was also chasing the 
Hoechst coatings subsidiary. 

Political factors, rather than 
price, appear to have been the 
de ciding factors in the selection 
of KKR, 

Hoechst declared its intention 
two years ago to abandon chemi- 
cals and focus on life sciences. 
Its- disposals since have sparked 
workers’ protests as well as accu- 
sations of a betrayal of Ger- 
many's interests. This has slowed 
the group’s progress, much to the 
frustration of investors. 

KKR proved a mare palatable 
buyer to employee’s representa- 
tives than an industrial competi- 
tor seeking cost-cutting gains. 
The equity investor also offered 
the adva n tage of a speedy sale, 
which Hoechst was able to 
announce as it announced disap- 
pointing first-half results. 

Any one of the three potential 
trade buyers would have needed 
to go through an investigation by 
competition authorities, delaying 
completion by six to nine 
months, 

Lex; Page 16 . 
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Pakistani opposition leader and former prime minister Benazir Bhutto with party workers in Karachi yesterday n a 
judge bi Switzerland began legal procmHfings to indict her on money launderftig charges. Page 12 Picture: AP 


FBI raids Nairobi hotel 
over embassy bomb attack 


By ta lotcntaflonal Staff 


The DS Federal Bureau of 
Investigation and Kenya's Crimi- 
nal Investigations Department 
(CID) raided a Nairobi hotel yes- 
terday in connection with this 
month’s bomb attack on the DS 
embassy In the Kenyan capital 

‘The FBI and CID confirm that 
searches woe conducted at Hill- 
tap Hotel in Nairobi cm Tuesday 
August 18,* the two organisa- 
tions said in a statement. 

It confirmed a report in Tues- 
day’s Daily Nation, a Nairobi 
newspaper, which said two hotel 
rooms had been used to assemble 
the bomb that killed 247 people 
and injured mare than 5,000. 

It coincided with new threats 
by a group calling Itself the 
Islamic International Front for 
Fighting Jews and Crusaders. 
The grotto is linked to Osama bin 
Laden, a wealthy Afghanistan- 
based Sapdi believed to be fund- 
ing violent Islamist groups and 
widely suspected of orchestrating 
the Kenya and Tanzania bomb- 
ings. 

Af ghanistan 's Taliban Islamic 
movement insisted yesterday 
that Mr bin Laden could not be 


behind the US embassy bombings 
because of the watch it kept on 
him and pledged to protect him 

If there was evidence against 
him, then foe would be tried in 
Afghanistan under the heavenly 
law of Islam,” Mullah Moham- 
mad Hannan, acting 'foreign min- 
ister, told reporters in Kabul 

The London-based Arab-lan- 
guage daily al-Hayat reported 
yesterday the Islamic Interna- 
tional Front for Fighting Jews 
and Crusaders had sent a state- 
ment to its Cairo office saying 
“holy struggle . operations" 
■ against the US would continue 
“ unt i l American farces withdraw 
from the land of the Moslems”. 

Al-Hayat said it had received 
the statement with three from 
the so-called Islamic Army for 
the Liberation of the Holy Places, 
which claimed responsibility for 
the bombings. 

The paper said the Islamic 
International Front bad Issued its 
first statement In February In the 
form of a fatura . or religious 
edict, from radical Islamist lead- 
ers, including Mr bin Tj>den 

A suspect in the bombings Is 
reported to have described to 
Pakistani authorities an interna- 


tional terrorist and paramilitary 
network, orchestrated and 
financed by Mr bin Laden. 

The Washington Post said yes- 
terday Pakistani officials had 
spent a week questioning the 
man - identified by the Pakis- 
tanis as Mohammed Sadiq 
Howaida and by US officials as 
Mohammed Saddiq Odeh. 

According to the Post, he told 
the Pakistanis that Mr bin Tyrian 
controlled a network of 4,000- 
5,000 militants from Moslem 
countries. 

The Pakistani officials, who 
spoke to a Post correspondent in 
Karachi this week, said the sus- 
pect had said Mr bin Laden pos- 
sessed a large arsenal of 
surface-to-air missiles, mortars, 
rockets and tanka stored all over 
Afghanistan. He said the organi- 
sation operated full-time in Saudi 
Arabia, Sudan, Egypt, Yemen, 
Ethiopia and Somalia, as well as 
in Pakistan and Afghanistan. 

Mr Qdeh’s claims could not be 
independently verified, but much 
of his account is consistent with 
what western Intelligence agen- 
cies have said. 

Rebels turn an west, tegs 3 
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‘Cronyism’ doubts surround 
plan to protect ailing banks 


By John ThorabJB in Moscow 

Moscow’s White House was 
surrounded by fleets of black 
limousines and jeeps 
c ramm ed with bodyguards 
yesterday afternoon, as Rus- 
sia’s “oligarchs" Mmi> to dis- 
cuss the country's financial 
crisis with Sergei Kirlyenko. 
the prime minis ter. 

The outcome of such meet- 
ings will determine whether 
the government can succeed 
in imposin g harsh new mar- 
ket disciplines on the econ- 
omy or will once again suc- 
cumb to the “crony 
capitalism" which has 
besmirched Russia’s transi- 
tion. 

Top of the agenda was 
likely to be Russia’s troubled 
banking sector, which has 
been devastated by the gov- 
ernment’s decision to allow 
an effective devaluation of 
the rouble. 

Many of the biggest hanks 
have amassed sizeable dollar 
debts, which they will now 
straggle to service, and have 
additional exposures in the 


Kosovo 
refugees 
fi may not 
survive’ 


Emma Bonino, European 
Union humanitarian affairs 
commissioner, warned yes- 
terday that ethnic Albanian 
refugees in the province of 
Kosovo might not survive 
the winter without a politi- 
cal settlement soon, agencies 
report from Pristina. 

At the same time, the 
Albanian government asked 
for a meeting with Yugoslav 
authorities after Serb mortar 
shells exploded across the 
border from Kosovo. The 
shelling, which the Alba- 
nians said lasted two hours 
on Tuesday, prompted local 
officials to evacuate children 
and the elderly from border 
communities. 

An Albanian Interior min- 
istry official said the govern- 
ment was seeking an urgent 
meeting of a Joint Yugoslav- 
A1 banian border commission 
to discuss security, but no 
reply had been received. 

About 1,700 troops from 
the US and 13 other coun- 
tries are conducting an exer- 
cise in Albania to show Nato 
commitment to containing 
the Kosovo crisis. But Ms 
Bonino, who is assessing the 
plight of refugees in the 
province, said not enough 
international pressure had 
been exerted on Belgrade to 
halt the conflict 

A UN official travelling 
with Ms Bonino said chil- 
dren were dying from dysen- 
tery and dehydration at a 
refugee centre to which her 
party and journalists were 
denied access by rebels fear- 
ful of having their location 
exposed to Serbian troops. 

Fighters from the Kosovo 
Liberation Army told Ms 
Bonino she could only pro- 
ceed without journalists, an 
option she refused. 

Ms Bonino said refugees 
shelled out of their homes by 
a Serbian offensive against 
ethnic Albanian separatists 
would not return to their vil- 
lages without security guar- 
antees linked to a peace 
accord. She also met Ibrahim 
Rugova, self-styled ethnic 
Albanian president of the 
province. 

Balkan reran, Page 10 
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dollar forwards market Sev- 
eral are technically bank- 
rupt 

The challenge for the cen- 
tral bank is to prevent a sys- 
temic collapse of the bank- 
ing sector while minimising 
the costs and consequences 
of any bafl-cut 

To this end, it announced 
on Monday it would help 
support a pool of 12 core 
banks and would impose a 
90-day moratorium on their 
foreign debt obligations. The 
idea was that all the banks 
would help each other out to 
keep an inter-bank lending 
market alive and ensure that 
their depositors - and ulti- 
mately their creditors - did 
not suffer more than neces- 
sary. Mergers among the 
weaker banks would also be 
encouraged. 

The benign interpretation 
of this action was that the 
government thought it 
essential to preserve confi- 
dence in the banking system 
and protect household depos- 
itors. The fear was that if 
one big commercial bank 


collapsed it would spark a 
run on all the rest, destroy- 
ing the ipninng system »nH 
causing havoc in the broader 
economy. 

But some of Russia’s 
stronger banks are already 
questioning why they should 
be held responsible for the 
more reckless actions of 
their rivals. Yesterday, 
Vneshtorgbank, the foreign 
trade bank, said it did not 
intend to participate in the 
pool as had been previously 
announced. 

“It is not completely clear 
to us what the pnd goals »nri 
tasks of the decreed pool 
should be, inasmuch as its 
working document does not 
have a sufficiently c on c ret e 
character,” says Sergei Kolo- 
tukhin, the bank's deputy 
chief executive. 

Moreover, unless it resorts 
to the printing press, the 
central bank has few 
resources to support the 
troubled banks. 

By forcibly restructuring 
Russia's treasury bill mar- 
ket, the government will 


also inflict more short-term 
pain on the country's com- 
mercial banks. These hanks 
are also cut off from all 
external sources of funding. 
This week. Standard & 
Poor's, the credit rating 
agency, attached a “not 
meaningful’' rating to the 
counter-party risks of sev- 
eral Russian banks given the 
imminimt risk of default. 

Some of *hp smaller banks 
already fear that central 
bank support will be deter- 
mined more by political 
clout than commercial via- 
bility. The IMF is believed to 
have expressed »rfmTi.ir con- 
cerns to the government, 
arguing that the banking 
sector should be thrown 
open to more international 
competition. 

Augusto Ldpez-Claros. 
chief Russia economist at 
Lehman Brothers, the US 
investment bank, says the 
Russian government would 
win credibility If it 
now imposed harder budget 
constraints on the banking 
sector and allowed failed 



A Russian counts his money as be learns a Moscow bank.Tf» 
central bank is tryfag to protect tfanmlfnra and cradfas Reuters 

banks to collapse. - economy. The tew# of finan- 

“I think that the mf i iwwffP dal inter mediation in mrecta 
of the owners of these banks is still extraoely low. 
far outweighs the impor- While Sierisank. the state 
tance of the banks in the savings bank, holds 78 per 
overall economy. Bailing emit of _aH Russian bank 
them out. which is essen- deposits, the next biggest 
dally what the government retail bank, SBS-Agro, bolds 
is doing, does not send a just 4 per cent of household 
very good signal to the rest savings. Mr Damrau sug- 
of the economy at a time gests that if necessary it 
when the government is would .still be. possible for 
talking about accelerating the government to guarantee 
bankruptcies,” be says. banks' household deposits 
Dirk Damrau, head of while allowing troubled 
research at MFK Rena is- banks to go bust 
sance. a Moscow-based “Most of the assets of 
investment hank, says many these banks are long gone,” 
of the banks could be says Mr Damrau. “All that is 
allowed to fail without too left are nice buildings and 
modi impact on the broader cheesy Swedfeh 'furniture.” 


TREASURY BILLS FEARS OF DISCRIMINATION EASED 


Breathing space on restructuring 


By Jeremy Bart In London and 
Richard Waters in New York 

Relief swept through the 
foreign banking community 
yesterday after Russia 
delayed restructuring its 
domestic debt until next 
week and invited two large 
banks to advise it on how to 
proceed. 

The move allayed fears 
that Moscow might discrimi- 
nate against foreign holders 
of the debt by forcing them 
into a deal which some said 
would leave them worse off 
than local investors. 

The government plans to 
force investors to swap their 
GKO (domestic treasury bill) 
holdings and other bonds for 
longer-dated debt. It is 
expected to. offer a choice- of 
either rouble- or dollar-de- 
nominated debt in exchange 
for GKOs. 

But there were growing 
concerns over the level of 
losses sustained by western 
investment banks in Rus- 
sia’s debt market, to which 
German, US and French 
banks are understood to 


German banks confident about energy loans 


Despite the Russian financial 
crisis, German banks are 
confident that the big loans 
and credits they have 
arranged for the country’s 
energy industry remain 
secure, writes Andrew 
Fisher in Frankfurt 
Gazprom, the big Russian 
gas company, has been a 
sizeable borrower from 
German and other banks. 
Dresdner Bank has been 


have the largest exposures. 

Russia is hoping to 
restructure the GKO market 
in order to escape crippling 
debt and interest payments 
and win back investor confi- 
dence after declaring a mora- 
torium on some foreign 
debts. 

Bankers warned on Tues- 
day that preliminary details 
of the proposed deal penal- 
ised foreign holders of 
GKOs. This would cut Rus- 
sia off from external sources 
of financing far years. 


prominent in organising 
• finance for Gazprom, last 
yea- arranging some $5.5bn 
worth of loan finance for the 
gas monopoly. This included 
a widely syndicated $2J>bn 
credit, the first by a leading 
Russian borrower not to 
carry a state guarantee or be 
backed by export credit 
insurance. 

Dresdner said it had no . 
worries about the funds 


Foreign i n vest o rs are esti- 
mated to hold about $17bn 
worth of. GKOs in a total 
market of about $45bn, at 
current exchange rates. • 
They are preparing, for a 
nervous" wait ahead of Mon- 
day’s announcement. They 
say Moscow appears split 
over how to treat foreign 
investors - on whom some 
bureaucrats privately blame 
the loss of confidence in Rus- 
sian financial markets - and 
protecting Russian banks. 
Richard Gray, head of 


Clean air costs will fall on oil 
industry as well as carmakers 

The car industry has persuaded EU policymakers that the oilmen 
must share the cost of cutting pollution, writes Haig Simonian 


F or carmakers and oil 
men. big numbers come 
with the job. But the 
massive estimates being ban- 
died about as the cost of the 
European Union's plans to 
cut vehicle pollution from 
2005 have left both - tradi- 
tionally rival - industries 
fuming. 

Europe's carmakers say 
they will have to cough up 
about S&Obn. The oil compa- 
nies claim the directive, 
hammered into its filial form 
in June, will subject them to 
a similar burden. 

Unravelling the EU*s tan- 
gled policy on vehicle pollu- 
tion is as hard as cleaning a 
sooty engine. After trailing 
the US and Japan, the Euro- 
pean Commission issued its 
first directive on “regulated 
substances” in exhaust emis- 
sions in 1970. it has been 
catching up ever since. 

The latest limits on nox- 
ious chemicals, such as car- 
bon monoxide, nitrogen 
oxides and the particulates 
found in diesels wHi be intro- 
duced in two stages in 2000 
and 2005. At the later date, 
the limits will in some 
respects be tougher than 
those in southern California. 

The EU’s standards for 
2005 call for cutting carbon 
monoxide emissions to lg 
per km; nitrogen oxides to 
0.08g/km and particulates to 
0.025g/km. That is broadly 
s imilar to California, and, in 
the case of one measure for 
nitrogen dioxide, tougher 
stffl. 

Motor manufacturers 
argue that meeting the quo- 
tas will require immense 
spending on “leaner" new 
engines to bum fuel more 
efficiently and better cata- 
lysts to scrub exhaust gases 
more thoroughly. 

The debate over responsi- 
bility for the heavy research 
and development costs of 


cutting vehicle pollution has 
been raging for years. In the 
early stages of the “Auto- 
Oil” discussions Hninng car. 
makers, oilmen and the 
Commission, the oil industry 
emerged with barely a bruise 
after convincing policy- 
makers it would be prohibi- 
tively expensive to rebuild 
their refineries. 

That put the burden on 
the car companies: the Euro- 
pean Automobile Manufac- 
turers' Association (ACEA) 
says its members have cut 
emissions by roughly half 
every five years since the 
ElTs first directive. “Fifty 
new Ford Kas produce the 
same level of emissions as 
one original 1976 Fiesta,” 
says Ian McAllister, chair- 
man of Ford of Britain. 

T he carmakers proved 
more effective in subse- 
quent discussion on the 
measures at the European 
Parliament, which began 
about two years ago. Many 
parliamentarians, swayed by 
environmental lobby groups 
and by ACEA. argued that 
further substantial cuts in 
pollution could only come 
with cleaner fuels. 

The EU’s new directive 
obliges oil companies to 
introduce “reformulated 
fuels”, such as low-sulphur 
diesel, from early next cen- 
tury. in 2005. these fuels will 
have a sulphur content of 
just 50 parts per million - a 
three-fold reduction on 2000 
in the case of petrol and a 
seven-fold cut for dieseL 
The oil industry was not 
amused. The European 
Petroleum Industry Associa- 
tion said; “The flnaT agree- 
ment has moved signifi- 
cantly from the 
Commission’s proposal of 
June 1996 that Europia sup- 
ported. These original pro- 
posals would have enabled 


provided by itself and other 
international banks - 
including Germany’s 
Deutsche Bank - since 
repayments would be made 
from the proceeds of . 
Gazprom's own gas 
deliveries. Gazprom either 
services the loans itself or 
arranges for repayment s to 
be made from proceeds of 
gas sales to west Europe®! 
utilities. 


emerging markets at Bank of 
America, said: “Whatever 
happens, foreigners - and 
locals lose ouL They have to 
equalise the misery and hap-, 
piness between those who 
like roubles and those Who 
like dollars.” ' 

Large foreign investment 
banks are already nursing 
heavy losses after trading 
GKOs and other dollar -de- 
nominated debt The Swiss- 
owned CSFB claims to have 
been the biggest market- 
maker in Russian debt, and 


ha* been the handful 
of investment banks thoug ht 
to have been pushing Russia 
to give equal trea tment to 
foreign investors in its debt, 
restructuring. 

It is also among less than 
10 western banks with a cov- 
eted special account, the 
only way foreign investors 
can access the GKO market 
Others include Chase Man- 
hattan, Citibank. ING Bar- 
ings and Deutsche Bank. 

Boris Fyodorov, deputy : 
prime minis ter in charge of 
debt management, yesterday 
invited' the investment 
banks JJ*. Morgan and Deut- 
sche Bank to advise, on the 
debt conversion. 

US co mme rcial banks have 
been quick to play down the 
• scale j 

is the only one to pot * spe- 
cific figure on its Russian 
loans, at $668m. Chase Man- 
hattan said its expos u re was 
“less than $lbn" and' J.P. 
Morgan has reiterated a 
comment made a mouth ago, 
when it said its exposure 
was “minimal". 


the dean-air objective to be 
achieved In the most effi- 
cient way." 

Meanwhile, the motor 
industry's success in shifting 
part of the pollution burden 
has been tempered by a new 
environmental challenge. 
Last month, the EU and 
ACEA finally reached a vol- 
untary agreement on carbon 
dioxide emissions. 

The focus on CO, and 
other “greenhouse gases” is 
part of an international 
drive to tackle global 
warming, to which CO, is a 
prime contributor. Motor 
vehicles are important, 
although by no w-ranc exclu- 
sive. culprits, as carbon diox- 
ide is a by-product of burn- 
ing fossa fuels, whether in 
internal combustion engines, 
factories or power stations. 

At the environmental sum- 
mit in Kyoto last December 
the EU commited itself to 
cutting CO, by 8 per cent 
between 1990 and 2010. As 
CO, emissions are directly 
related to foel economy, the 
carmakers argue Europe 
already commands the moral 
high ground: a -new car in 
Europe consumes an average 
7-1 litres of fuel per 100km, 
compared with 10.81 per 
100km in the US and 7.21 per 
100km in Japan. 

ACEA also notes that fuel 
consumption - and hence 
CO, emissions - has been 
compromised by motorists’ 
insatiable demand for new 
energy-guzzling features, 
such as air conditioning. 
These add weight to a 
vehicle and divert engine 
power from driving ■ the 
wheels. “All have a CO, 
price," says an engineer at 
one leading car maker , 

Most tellingly, the car- 
makers note CO, cuts are 
potentially contradictory as 
they fail to account for 
changing safety and pollu- 
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tion rules. While vehicles 
now consume less foel, big- 
ger improvements have been 
impeded by ever more strin- 
gent EU crash test measures, 
which have made vehicles 
heavier and raised foel con- 
sumption. 

Last month, ACEA 
accepted a voluntary time- 
table to cut CO, emissions 
on new cars by 25 per cent 
by 2008 compared with 1995. 
That will reduce the CO, 
from new cars to an average 
140g/km by 2008. compared 
with ISSg/km in. 1995. Prog- 
ress will be reviewed in 2003 
with a view to lowering 
emissions towards 120 g/km 
by 2012 - the EU’s target 

The carmakers claim the 
new standards represent a 
stiff technical challenge and 
will cost “tens of billions of 
dollars" to implement. 

They also say the volun- 
tary CO, agreement may be 


misguided, because the EU’s 
twin policies of cutting “reg- 
ulated pollutants” and CO, 
Involved complex trade-offs. 
According to an ACEA 
study, “nearly' half” the 
potential progress that could 
be made in cutting CO, by 
2005 will be offset by other 
EU regulations on safety, 
emissions and noise, as well 
as by developments in cus- 
tomer deround- 
So while the latest EU 
directive on regulated pollut- 
ants talks loosely of “taking 
Into account other ED plans 
and objectives on air qual- 
ity”. ACEA arguea policy on 
regulated pollutants and CO, 
will not be treated together 
until after the new regula- 
tions on both take effect in 
2005. 

: While a few carmakers are 
toasting their victory over 
the oilmen, most are still 
crying Into their glasses. 


NEWS DIGEST 

TELECOMS AND AIRLINE [ IN SBIrW?. 

Poland plans substantial 
sale of state assets 

Poland wiR privatise assets worth a 

4J3bo) next year. Including the sUtfe te£»nMOP«*W 

foe national aWne, Emil Wasacz. Treasury mtnftier s aw 


TheTreasury expects to raise . 

year’s plan. Including the sale thi s atdum n cdmi 
per cent stake in the telecoms operator. Tetekomunfcacja 

Polska SA. Mr Wasacz said. . ^ 

Next year's privatisation target, yet tobe jjprov^oy 
parliament, also includes sales m the JJJ**®^* *5** 
eries. sugar refineries and some 

around 70 companies wffl be transferre d to th a Pff” 
sector through flotations or sales to strategy mvestors. 

Mr Wasacz warned that the pnvabsabon ofthe ***& 
sector would be delayed as a "thorough study of the situa- 
tion has to be done first". .. u. 

Almost a quarter of next year s pnvabsaUon procroro 
will go on financing pension reforms. Another son 
wfll be paid to 4-5m pensioners and J* 

compensation for past benefits cuta^tound by ooudsto 
have been unjustified. Christopher BoMMM. Warsaw 


NOISE LIMITS _ 

Schipol may have to close 

Amsterdam’s Schipol airport may have to d ose far several 
weeks at the end of this year to meet environmental no«e 
Bmfts, grounding much of the Dutch aircraft fleet, a Dutch 
government offidal said yesterday. Henny Wijkhuizen, a 
government slot co-ordinator, said the number of __ 
approved a irc r aft movements, raised by 20,000 to 380,000 
this year, may have to be curtailed. "If. . . we have to go 
back down to 360,000, we win have to cancel one-thwtl of 
all flights in November and December." Mr Wijkhuizen said 
in an Interview with the daily NRC Handelsblad. Earlier this 
year. Schipol officials warned the new flight ceiling clashed 
with government noise restrictions. 

Mr Wijkhuizen said Schipol. Europe’s fourth busiest pas- 
senger hub, could breach the noise limit as early as next 
month, forcing it to scale back flights over the rest of 
1998. At worst, the airport “might even have to dose for 
several weeks at the end of the year". 

KLM, the Dutch flag carrier that accounts for over half of 
SchjpoTs air traffic, would face serious problems. “Christ- 
mas Is a busy time. We won’t be able to maintain our 
schedule if the number of flights is cut bade," said a KLM 
spokesman. Jeremy Gray, Amsterdam 


|WRVreGIAJ^INSlTTirnONS 

Shareholding rules may ease 

Norway is Dkdy to liberalise shareholding rules in the 
banking sector following proposals made this week by the 
country's banking commission. The change would aflow 
financial institutions to hold up to 30 per cent in other 
financial institutions; at the moment the limit is 10 per 
cent. 

“Within the next few years we will have. . . a concentra- 
tion of financial companies on an international scale." said 
Ame Skauga, managing director of toe Bankers’ Associa- 
tion, which ts the leading member of the commission. "I 
think we will lave a debate in Norway whether consolida- 
tion should come to the banking sector." 

He said toe government had wanted to discourage 
banks from merging through the 10 per cent rule, but that 
the country now needed to follow market forces. “There is 
currently no other country with such a restriction." said 
Knut Toensberg, a banking association spokesman, "it 
serves as a special hindrance for banking takeovers.” The 
plan must pass parliament and may not become law 
before 2000, Mr Skauge said. Valeria SkoM, Oslo 


HOLOCAUST LAWYER 


Bank rejects forced talks 

Creditanstalt, the Austrian bade, yesterday rejected an 
attempt by Ed Fagan, the New York lawyer representing 
Holocaust survivors, to force It to the bargaining table. 

Mr Fagan had told tire Austrian press agency that he 
would include Creditanstalt in a SIBbn class action against 
German banks by US Holocaist survivors if it did not 
begin negotiations by midnight on Tuesday. When Ger- 
many ruled Austria during the second world war Creditan- 
stalt was owned by Deutsche Bank and handled its gold 
transfers in Deutsche Bank’s Istanbul branch. 

Creditanstalt, now a subsidiary of Bank Austria, said 
yesterday that ultimatums “with the declared intention of 
“negotiating a deal", cannot and must not be accepted. 
However, the Austrian bank and its parent emphasised 
ttipt they were prepared to consider any serious argument 
carefully. WDfiam HaU, Zurich 
Generali near deal, Page 5 


CZECH PARLIAMENT 

Vote of confidence won 

The Czech Republic’s new Social Democrat government 
yesterday won a parliamentary vote of confidence after the 
main opposition party left the chamber during the voting. 

Under an agreement signed after the inconclusive elec- 
tions in June, the centre-right Civic Democrat (ODS) party 
of Vaclav Klaus, the former prime minister, pledged not to 
bring the minority government down in a vote of confi- 
dence. In return. It was promised posts In parliament and 
discussions on changing the electoral system. 

After its deputies left the 200-member chamber, the 
government, the country’s first leftwing administration 
since the war, won the vote by 73 to 39. with 24 Commu- 
ntst deputies abstaining. However, the government will 
tore great difficulty passing its legislation because Mr 
Klaus has insisted that he win vigorously oppose its “pro- 
pagandist and populist" programme. 

There Is also a question mark over whether the agree- 
ment with foe ODS win last the government’s four-year 
term, “it will totally depend on toe whims of the ODS," 
sad Jiri Pehe, toe political adviser of Vaclav Havel, toe 
Czech president Robert Anderson, Prague 

POLISH LEASE 

Auschwitz site eviction 

Poland’s government yesterday cancelled the lease on a 
field outside toe Nazi German death camp of Auschwitz 
held by a group which let mlfftant Roman Cathofcs erect 
crosses on the sensitive site. It was the first move In what 
is exp ected to be a long legal battle to remove dozens of 
crashes set up on the site by fringe groups in defiance of 
local bishops and Jewish groups In Poland and abroad 

The government said it had notified Mieczyslaw Janosz, 
head of the Association of War Victims, which holds the 
30-year lease, that the contract was cancelled. Mr Janosz 
has told Polish media he intends to fight the eviction in the 
courts. Reuters, Warsaw 
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g*g*gCTB 0 M«llgg_ MUJAHIDEEN REVOLT IN AFGHANISTAN CREATED AN ITINERANT ARMY OF 'ARAB AFGHAN' HOLY WARRIORS 


US-backed rebels turn against the west 


By Davfd Gardner, 

Middle East Editor 

W hen Saudi Arabia's 
National Guard 
communications 

centre in central Riyadh was 
bombed in November 1996, 
kilting rive of the US service- 
men who ran it. the king- 
dom's first detectable 
response was to send Prince 
Turki bin Faisal, the Saudi 
intelligence chief, to Cairo. 

There he compared notes 
with Egypt’s interior minis- 
ter - Gen Hassan al-Alfi. 
sacked in disgrace after last 
November's Islam fet massa- 
cre of tourists at Luxor - on 
a subject which had come to 
absorb a lot. but perhaps not 
enough, of their time: the 
"Arab Afghans'*. 

These are the Arab volun- 
teers who fought alongside 
the Afghani Mujahideen in 
the 1980s war against the 
Soviet occupation of Afghan- 
istan and who, flush with 
Islamist zeal and the taste of 
victory against a super- 
power, then fanned out 
across the Middle East, the 
Balkans, and parts of south 
and central Asia and Africa. 

By 1992, battle-hardened 
Arab Afghans had returned 
home to lead Islamist guer- 
rilla insurgencies In Algeria 
and. Egypt; the four Saadis 


publicly beheaded In May 
1996 for the Riyadh bombing 
were also allegedly trained 
in Afghanistan. • 

When the US this week 
halved its embassy staff in 
Pakistan as a protective 
measure against further 
bomb attacks on American 
tatgets abroad, it was pvm 
acknowledging that neigh- 
bouring Afghanistan was 
and Roalds the. incubator of 
the most uncompromising 
and anti-westem Islamist 
lighters.. Indeed, us Investi- 
gators are working on the 
suspicion that the truck- 
bombings of Washington's 
embassies m Nairobi and 
Dar es-Salaam were ordered 
from Afghanistan, possibly 
by Osama bin Laden, the 
wealthy Saudi dissident who 
leads the Arab Af ghans. 

He is behaved to be still 
based in the' Hindu gn«b . 
under the protection of the 
Taliban militia which now 
controls most of Afghan- 
istan. And ha has declared 
war against America and its 
ally, IsreeL 

In February, a new organi- 
sation sponsored by Mr bin 
Laden - the Tsiarair interna- 
tional Front for Fighting 
Jews and Crusaders, which 
includes leading Egyptian 
Islamist militants - 
announced it intended to 


attack US t a rget s worldwide. 

pan-Arab daily al-Hayut 
yesterday reported it bad 
received, a statement from 

this nmhreDa grrarp ptarighng 
new “holy - . struggle 
operations" .against the US. 

While the Arab Afghan 
sambas Its origins in the 
cold war, it has become a 
post-cold war story of a - 
deadly Conn of. proliferation 
wifah the US, which over- 
saw the Afghani resistance 
to Soviet rule, has good rea- 


erant ar my of holy warriors 
against toe west and . Its 
Arafv an d Mnslrni jTIipc 

“the coming days will, 
God wflhng l see that Amer- 
ica meets a Mack fide stud- 
br to what happened to the 
Soviet -Union," the- Interna- 
tional Islamic Fronts state- 
ment to al-Hayat said. The 
vague goals of the move- 
ment are to “liberate Mos- 
lem lands" by getting the US 
out of Saudi Arabia and the 
Gulf and Israel out of Jerusa- 


Afghanistanremainstheinoubator of 
the most uncompromising and 
anfi-westem Islamist fighters 


African states 
split over 
Congo tactics 


By Ificfaete Wrong 'a Nairobi 


Southern African countries 
were split yesterday over the 
escalating war in Demo- 
cratic Republic of Congo, 
with South Africa rejecting 
proposals to sent troops to 
help beleaguered President 
Laurent Kabila, and Zim- 
babwe and Angola both 
promising military support 

As regional governments 
disputed tactics, the rapid 
pace of the rebel advance on 
Kinshasa threatened to rai- 
der diplomatic initiatives 
irrelevant. Government 
troops "were reported to have 
clashed repeatedly with the 
rebels at the garrison town 
of Mbanza Ngungu, just 90 
miles south-west of the capi- 
tal. in what analysts said 
could . mark the turning 
point in the 17-day rebel 
campaign. 

The split which emerged 
alter a two-day meeting in 
Harare of Southern African 
Development Community 
(SADC) officials, highlighted 
the conflict’s potential far 
upsetting too region’s pre- 
carious balance. 

It also underlined the 
growing rift between Robert 
Mugabe, Zimbabwe’s presi- 
dent, who is positioning him- 
self as a power-broker in 
central Africa, and Nelson 
Mandela. South Africa’s 
president, until now the con- 
tinent's undisputed senior 
statesman. 

Summing up the Harare 
meeting. Mown Mahachi, 
Zimbabwe’s defence minis- 
ter. claimed on Tuesday 
night that . delegates had 
agreed " unanimously" to 
grant Mr Kabila’s requests 
for troops and military 
equipment because Congo 
had fallen victim to “a for- 
eign invasion” backed by 
Rwanda and Uganda. 


“We must with urgency 
make sore that practical 
assistance, both material 
and manpower, is. given to 
the DRC,” he said. His words 
were later endorsed by the 
Angolan government, which 
played a key pan in helping 
Mr Kabila topple toe late 
Mobutu Sese Seko in 1997. It 
said SADC had taken a col- 
lective decision to send “all 
kind of help” to the Congo- 
lese president - 
Support far military inter- 
vention also cant? - from 
Kenya. Bonaya Godana, the 
country’s foreign minister, 
told re po rters that President 
win had sought assistance 
Sroan the SADC in his strug- 
gle against the rebels. 

Asked whether such assis- 
tance cooM take the form of 
military intervention, Mr 
Godana said: “Yes, there is a 
distinct possibility of this. 
Messages to that effect have 
been communicated even to 
toe rebels.” . • 

“The delegation indicated 
[to the rebefe] that if you 
ranHwuft fi ghting and. move 
into Kinshasa you •• can 
expect to engage units of oar 
forces " be said. 

But all claims of unanim- 
ity were swiftly shattered by 
South Africa, which chairs 
the 14-nation organisation. 
“Our attitude is dear in 
regard to this problem.” Mr 
Mandela told reporters in 
Pretoria. “It is not to worsen 
the position by sending a 
military force. We will do 
everything we can to bring 
about a peaceful solution.” 

Namibia also faded to con- 
firm any plan had been 
agreed on. Botswana 
announced it had no inten- 
tion of intervening, and Tan- 
zania, Zambia and Mozambi- 
que were afeo reported to be 
favouring a diplomatic solu- 
tion. 


‘Western plot’ 
killed UN chief 


d Tutu, South 
truth commission 
in. yesterday 
documents be said 
i a western plot was 
ie death of the head 
United Nations in 
atm reports from 
ra. 

shop Tutu said his 

nd Reconciliation 

ion. which Is toves- 

crimes committed 
ihe apartheid era. 
ded to release the 
ts although it could 
f their authenticity, 
o nuniss ion has dis- 
. . documents dis- 
;he sabotage of the 

n which toe UN Sec- 

ineral Dag Hammaiv 
ed on the night of 
er 17 to 18 1961." 

op Tutu said, 
ocuments. headed 
b African Institute 
I me Research - said 
front company for 
i African military - 
references to the 
itral intelligence 
md the British M15 


security service. 

One document marked top 
secret said: “It is felt that 
Hammarskjold should be 

removed.” . . 

Another document, heeded 

“Operation Celeste", gave 
details of orders to plant 
explosives in toe wheel bay 
of an aircraft, to go off on 
takeoff. 

Mr Hammarskjold and 15 
others were killed when 
their aircraft crashed enter- 
ing what was Northern Rho- 
desia, now Zambia, where 
the UN head was due to 
meet Moise Tshombe. rebel 
leader, to negotiate a truce 
in the Congolese dvil war. 

Newspapers at the time 
alleged British involvement 
in a plot to kill Mr Hammar- 
skjold to prevent UN support 
for Mr TSbombe and his dia- 
mond-rich Katanga province. 

-We have it on good 
authority that UNO Ithe 
United Nations Organisa- 
tion] will want to get its 
greedy paws on the prov- 
ince," read a letter dated 
July 12 1960. 


son to know something 
about. 

Probably tens of thou- 
sands of Arab volunteers 
were drafted into tire jihad 
(hofy war) against the Red 
Army, blessed and armed by 
the dA, financed and nur- 
tured by Saudi Arabia, with 
logistics and border support 
laid- oh by Pakistani Intelli- 
gence. While this joint ven- 
ture delivered a satisfyingly 
Vtefoam-style humiliation to 
thehrutnhting Soviet aspire, 
it also gave birth to a Pratt- 
ken^fem's monster: an itin- 


Jem. For the Arab Afghans, 
anif violent ftmriamprrfnHgf^ 

throughout the Moslem 
world, toe defeat of the 
Soviet Union to Afghanistan 
was the harbinger of a new 
felamic era. proof that reli- 
gious zeal allied to advanced 
weapons technology can 
carry all before it. 

Thousands of Egyptians, 
Algerians Yemenis, and 
hundreds of Sudanese, Pales- 
tinians and Jordanians, car- 
ried this message back to 
their countries. But the larg- 
est contingent of volunteers 


in the Afghan war was sup- 
plied by Saudi Arabia. At the 
time of the May 1996 execu- 
tions in Riyadh, the Saudi 
newsweekly al-Majalla reas- 
sured readCTs that all but a 
few “infidels" among the 
kingdom's 20,000 Mujahideen 
had resumed normal lives. 
Nevertheless, the prime sus- 
pect in the still unsolved 
truck-bombing of the US 
base at al-Khobar in eastern 
Saudi Arabia the. following . 
month,- which killed 19 
Americans, is Mr bin Laden. 

According to a senior 
adviser to the Saudi court in 
the 1960s, the Kingdom’s bri- 
gade was organised by Saudi 
inte llig e nc e, in co-ordination 
with Mr Inn Laden, at toe 
time considered the pious 
heir to a construction for- 
tune, but sir>c» then stripped 
of. his Saudi citizenship. 
“There are 4XJ00 ex-Mujahi- 
deen in [the holy city of] 
Medina alone," says the for- 
mer adviser, “and if they 
[Saudi intelligence] think 
they have them under con- 
trol they are wrong." 

Egypt and Algeria were 
more alert to the danger 
once it emerged that the 
Gama’a al-Islamiya in the 
former and the Armed 
Islamic Group (GIA) in the 
latter were led by Arab 
Afghans. Responding to this 


alarm, and pressed by the 
US. Pakistan has periodi- 
cally cracked down and 
deported framer volunteers. 

One result was the suicide 
bombing of the Egyptian 
embassy in Islamabad in 
November 1995, and attacks 
on US citizens there since. 

Another was proliferation of 
the problem. . 

Arab Afghan contingents, 
again often linked with Mr 
bin Laden, fought in Bosnia, 
in Chechnya and in Tajiki- 
stan. AS well as tnaintqip t qg 
bases In Afghanistan, they 
scattered to the Yemen, 
and Sudan — the lat- 
ter two bordering east 
Africa, scene of the embassy 
bombings. The- tanner Soviet 
republics of Central Asia are 
trying to develop a joint 
response to "Wahhabism" - 
toe austere strain of Islam 
originating in Saudi Arabia 
which they associate with 
Arab Afghan-inspired mili- 
tancy in their region. 

Despite ail this, the US has 
been slow to respond. Wash- 
ington's anti-terrorist policy 
has focused an state spon- 
sors of terrorism. listing 
seven “rogue” states, among 
them Iran. Iraq. Libya, 
Sudan and Syria. The phe- 
nomenon it appears to be 
facing now, however, is 
more fragmented, offering 



Osama bin Laden: SatHfi efissktont who leads the Arab Afghans AP 


no clear target for reprisals 
- but with an operational 
capability equivalent to state 
sponsorship, which the US 
itself is partly responsible 
for having provided through 
its Afghanistan venture. 

. FBI investigators yester- 
day confirmed they had 
raided a hotel in Nairobi, 
where local reports say the 
embassy bomb was assem- 
bled. The raid follows Mon- 
day’s extradition from Pakis- 
tan of Mohammed Sadiq 
Odeh, described in Islama- 
bad newspapers as part of 


Mr bin Laden’s Arab Afghan 
network, a Palestinian engi- 
neer expert in the US-sup- 
plied Stinger which 

turned the tide of the 
Afghanistan war. 

US officiate are still reso- 
lutely refusing to jnmp to 
any conclusions over the 
African embassy bombings, 
but must surely be rueing 
that episode of a now bygone 
era when their own cold 
warrior zeal led them to 
back probably the first army 
of Islamic holy warriors 
since the Middle Ages- 
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: There’s a telecommunications revolution going on in Central and 

. Eastern Europe. And ING Baring is ahead in helping to bring 
advanced communications to millions of people. 

•’ From Hungary to Romania were credited with arranging 

nearly twice as many loans as our nearest rival in Central and Eastern 
Europe. With transactions totalling US$ 1.3 billion in 1997 we’ve 
' - ; arranged 40% more deals than anyone else, according to Loan ware. 


Two unique assets make us number one: an on-the-ground 
presence which gives us better understanding of these markets, and 
the strength of our corporate and investment banking network. 

For more information on why we’re number one in telecom 
financing contact www.ing-barings.com or fax: +31 20 563 5505. 
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,NG SQUEEZE BORROWING IN DOLLARS IS BECOMING MORE DIFFICULTAS OUTSTANDING FA CILITIE S ARE ALLO WED TO RUN DO WN 

" BR D may cut credit to Japan’s banks 


Ey Gffllan Tett in Tokyo 

The European Bank for 
nccuustruction and Develop- 
ment is likely to cut credit 
lines to many Japanese 
batiks. adding to mounting 
ui irkct pressure on Japan to 
unveil a solution to its bank- 
i:.A problems. 

To support its work in 
eastern Europe, tile EBRD 
li.is run credit lines to 
around a dozen large Japa- 
nese banks as part of its 
commercial treasury 
operations. 


However, a credit review 
will leave the EBRD limiting 
its exposure to about six 
large banks, says Andrew 
Donaldson, deputy treasurer. 
"For the first time a process 
is beginning which is separ- 
ating out the good from the 
not so good [banks]. Any 
prudent operating bank is 
going to look at the situation 
and react accordingly.’' 

The credit lines that the 
Japanese banks receive from 
the EBRD are no more than 
EculOOm iS 109.8m) Tor each 
bank. However, other pri- 


vate banks have also been 
quietly reducing their lend- 
ing to Japanese banks in 
recent months. 

Brian Waterhouse, analyst 
at HSBC Securities, said: 
"Foreign banks have been 
reviewing their credit posi- 
tions and leaving outstand- 
ing [lending] facilities to run 
off. . . borrowing in dollars 
has become increasingly dif- 
ficult for Japanese banks." 

The Bank of Japan has 
recently been trying to 
counter this trend by provid- 
ing large yen loans to the 


banks. Some of these have 
been converted by the banks 
into dollars in foreign 
exchange markets, further 
weakening the yen. govern- 
ment officials say. 

However, some govern- 
ment nfRcfaj.q fear the banks 
could stOl face a new fund- 
ing squeeze before the Sep- 
tember 30 mid-year account- 
ing date, since investor 
concern about Japan's finan- 
cial sector could rise in com- 
ing weeks. 

The government is expec- 
ted to announce a solution 


for the troubled Long Term 
Credit Bank soon and is dis^ 
cussing new banking mea- 
sures in parliament. 

Masaru Hayami, Bank of 
Japan governor, yesterday 
tried to calm market unease 
by insisting that Japan could 
cope with any potential bank 
failure, possibly through a 
“rescue merger”. 

Separately, Eisuke Sakaki- 
bara, vice mini ster of 
finance for international 
affairs, sought to bolster the 
yen by warning that 
“chances for yen sup p o r t i ve 


intervention are drawing 
□ear”. His comments, which 
were interpreted by some 
traders as, a sign that the 
gover nm ent might intervene 
when it unveils a solution to 
LTCB. strengthened the cur- 
rency to Y143-9S against the 
dollar, compared with 
Y147.64 last week. 

However, bankers warn 
that international lenders 
will not regain their confi 
deuce in Japan's banking 
sector - or expand their 
credit lines again - without 
signs of policy reform. 


Thailand 
to end 
urbs on 


AT* 


oreign 

ownership 

3y Ted Bardacke in Bangkok 


Thailand's cabinet has 
approved a new foreign 
investment law which, if 
■: uncled by parliament, abol- 
L-hes restrictions on major- 
ity foreign ownership in all 
.mus of the economy except 
bird ownership. 

The new law would take 
Jie place of the 26-year-old 
Alien Business Law, winch 
requires that every regis- 
tered business in Thailand 
finite majority Thai owner- 
ship and prohibits even 
minority foreign ownership 
iu up to 68 specific indus- 
tries. 

Akapol Sorasucbart Gov- 
ernment spokesman, said 
the government expected to 
present the law to parlia- 
ment by mid-October and 
:<ny opposition would be 
dealt with swiftly. “This is a 
key measure for our eco- 
.i-jinic recovery," he said. 

.'ui alysts say that in the 
v.Mke of last week's 
ao\ eminent package to 
restructure the banking 
lavtnr. a new foreign 
investment law is one of 
throe key legal changes the 
vu t.emment needs to make 
u» spur foreign investment 
.vh) revitalise the economy. 

The other two changes, 
•.-bich the government 
promises to present to 
u.vrliamenl by the end of the 
.w:«r. are amendments to 
Lrul.rupicy and foreclosure 
regulations and opening up 
tin* property market to 
li'roigners. 

Tlie replacement of the 
Aben Business Law with a 
more liberal treatment of 
fi'ieiini ownership has been 
r. long standing demand of 
(lit* foreign business 
• itinmunity in Thailand. 
Throe successive Thai 
'-•ivcrnments. including one 
M by Chuan Leekpai, the 
•t prime minister, have 
!••■ id to change the law 
foil . ed to do so. 

Mu.- 1 foreign businesses in 
inuiitional manufacturing 
i;i' lust tics have found ways 
.i round the restriction on 
majority foreign ownership 
through either shell 
companies or privileges 
iJlbml by the government's 
Hoard of Investment. In 
.•.ilriition. US-based 
r.iti It [nationals are allowed 
in operate fully owned 
« uteri diaries under a 
.1 --'caries-old co-operation 
treaty. 

But the old law severely 
restricted any foreign 

nership of services 
companies. including 
advertising, architecture, 
.sLvminting. construction, 
!atv. engineering and real 
■--.-lalu. 

'i'hc new law keeps 38 
categories of business 
restricted" to foreign 
participation but says that 
at*v company with either 25 
per cent or 40 per cent Thai 
equity - depending on the 
business area ■- will be 
considered “Thai” and 
therefore be allowed Into 
tiles*.' restricted areas. It also 
j reserves the special rights 
of US companies, govern- 
ment officials say. 

The commerce minister 
wi‘l be allowed to waive 
ui*t*n these minority 
■ \ lu-rsh'ip requirements. In 
ei'dilion. the list of 
•restricted" businesses, 
which include the services 
listed above and other areas, 
jitch as Buddha image 
production and small retail 
-heps, will be automatically 
put up for review every two 

l ./.US. 

Even without the new law, 
lip i t foreign in Thailand 
iv* picked up since last 
>• cr's devaluallon. In 1997 
U.n fisti direct investment 
•'.mounted to Btll7bn 
ri'j.^bni. mure than double 
ili<- pluvious year, according 
to central bank figures. In 
;i'c hrst four months of 1998. 
if-.*- Hgupe reached Btat.7bn. 


Islamic banks consider 
Pakistani debt pleas 


By Fartran Bokhan in Islamabad 

Directors of the 
Jeddah-based Islamic Devel- 
opment Bank are expected to 
consider P akis tan's request 
for help to stave off its debt 
crisis on September 6. Paki- 
stani officials said yesterday. 

The meeting would come 
just days before another 
meeting in Jeddah of a con- 
sortium of Islamic commer- 
cial h anks due September 9. 
to consider Pakistan's 
request for new l oans . 

Pakistani government offi- 
cials. while confirming the 
two meetings would be cru- 
cial for the country's efforts 
to shore up its reserves, 
refused to indicate how 
much they expect to receive 
In fresh commitments. 

However, bankers said 
that the discussions were 
part of efforts to put 
together an Islamic financial 
support package of about 
Sl.5ba 

That includes $400m in 
credits to finance Pakistani 


imports, a $100m loan for 
Indonesia to import Paki- 
stani rice and a $200m loan 
to Malaysia for exporting 
palm oil to P akistan, senior 
bankers added added. The 
remaining f800m is expected 
to be used to repay some 
pressing commercial loan 
repayments. 

Pakistan is due to make 
loan repayments of almost 
$5.5bn during the present 
financial year (July-Jime). 
Bankers say that the amount 
includes about $3bn due for 
repayment to multilateral 
institutions, while the rest is 
owed to commercial banks. 

In spite of government 
suggestions that the Islamic 
package would help Pakistan 
avoid default on its foreign 
debt, independent hank ers 
and economists argue that 
Pakistan depends mainly on 
the response of the Interna- 
tional Monetary Fund. 

The Fund may be sending 
a mission to Pakistan within 
weeks to begin discussions 
on a new loan package 


although nothing has been 
said publicly. However, west- 
ern economists say the IMF 
may want Pakistan to under- 
take a number of tough 
reforms before a new pack- 
age could be negotiated 

Pakistani officials say 
Islamabad needs about $4bn 
in new loans during the 
present financial year, to 
meet the gap created by the 
fall-out from western eco- 
nomic sanctions after its 
nuclear tests on May 28. 

"The crunch will continue. 
There's little chance to save 
this economy unless the IMF 
comes with a massive plan 
to bail them out," said 
Sikandar Khawaja, country 
head of HSBC investment 
bank. 

Some economist believe 
the Islamic commercial 
banks may wait to be guided 
by the IMF. “This is going to 
be a commercial decision on 
their [Islamic banks'] part” 
said Sakib Sheranl, an econ- 
omist at ABN- AMRO, the 
Dutch bank. 



A Bangladeshi woman dram flood water tor bar faniKy parched on 
a roof bi the outskirts of Dhaka yesterday. Galling don wktar to 
flood victims has become impossible as the water has risen Reuters 


Law set to push Indonesian debtors over the edge 


Tougher bankruptcy 
measures expected 
to bolster loans 
drive, writes 

Sander Thoenes 

I ndonesia's debtors and 
creditors have turned up 
their nose at a government 
carrot for loan restructuring. 
But the stick of bankruptcy 
that wifi come down today 
cannot be as easily ignored. 

The Indonesian Debt 
Rescheduling Agency 
(Indra), a much-heralded 
government scheme to 
encourage foreign lenders 
and domestic borrowers to 
restructure loans, has so far 
foiled to attract any serious 
interest despite enthusiastic 
backing from the Interna- 
tional Monetary Fund. 

Its offer - to insure both 
parties against a further 
drop in the rupiah exchange 
rate if they agree to an eight- 
year rescheduling, was over- 
shadowed by a slide in the 
rupiah just before the 
scheme opened for business 
on August 3. 

“Which Indonesian com- 
pany can pay its debts at an 
exchange rate of Rpl3,000 to 
the dollar?" said Aburlzal 
Bakrie, chairman of the Bak- 
rie group which has 
acknowledged $x.ibn in 
debts owed by just one of its 
subsidiaries. “None'. What- 
ever the scheme is, they 
can't do it." 

Accurate figures are diffi- 


cult to come by, but Indon- 
esia is estimated to have 
about $80bn in corporate off- 
shore debt 

Some company executives 
also complain that the condi- 
tions set by Indra. which 
require borrowers to pay 
interest and part of principal 
from the moment they enter 
the scheme, are too tough. 
Some companies, such as 
Chandra Asri. a petrochemi- 
cal plant, have instead asked 
their banks for a morato- 
rium on all payments for 
two to three years. 

Debtors and bankers also 
say that many lenders, par- 
ticularly in Japan and 
Korea, are loathe to agree to 
any write-offs on their loans, 
which would be required for 
many debtora to be able to 
enter Indra. With weak bal- 
ance sheets at home, they 
prefer to extend payments 
over a longer period or to 
simply let debt negotiations 
dragon. 

At first glance this stale- 
mate would appear, benefi- 
cial to individual borrowers, 
since it leaves them without 
any ' obligation to pay and 
frees up cash for dally 
operations. But it also rules 
out any new borrowing. 

“Provided, you can keep 
trading, life goes on." one 
finance director said. "But 
it's walking with your knees 
tied together. And for the 
country it would certainly 
not be a good thing." And. 
some of the bankers are hot 
prepared to wait, particu- 


larly for debtors who can 
pay but have simply stopped 
answering the phone. 

These bankers have 
pinned their hopes on new 
amendments to the bank- 
ruptcy law, which come into 
effect today and are expected 
to breathe life into comatose 
bankruptcy procedures. The 
International Finance Corpo- 
ration, the World Bank’s pri- 
vate sector investment arm, 
eager to boost faith in the 
procedure, has said 1£ win be 
one of the first creditors to 
test it 

fodooesfa: better bankruptcies 

AmendflwdB to bankruptcy bm 


Some bankers are con- 
cerned that the 27Bday stay, 
three times as long as in 
Australia, for instance, may 
he abused by debtors who 
have no hope of avoiding 
bankruptcy but need time to 
strip assets rather then 
restructure. Cliff Sanderson, 
a liquidator for Ernst & 
Young who moved to Jak- 
arta as a consultant, said the 
law was vague on how con- 
trol over the company 
should be shared between 
the administrator and man- 
agement. However, unse- 


• 30-day ttoftw tor coot dadstas ■■ • 

• Separate commercial nut iw8> 45 MgaT 

• typed arty to Supreme Cauct 1 - 

• 270-dq stay at payment option 

• independent rBcrtwrs and artarHstratara, \ 

• Ow-back danse for one yew to tonid asset stripping 


Under pressure from the 
International Monetary 
Fund and World Bank, 
Indonesia's government 
amended the bankruptcy 
laws to Introduce tight dead- 
lines of 30 days for court 
decisions, set up a new com- 
mercial court with 45 newly 
trained judges and a 270-day 
suspension of payment as an 
alternative to outright liqui- 
dation. In addition, indepen- 
dent receivers for liquidation 
and administrators for the 
270-day stay were introduced 
as an alternative to an ineffi- 
cient state receiver agency. 


cured creditors can block the 
extension after 45 days if 
they reel the company is act- 
ing in bad faith. 

Only 16 accountants and 
lawyers have completed the 
two-week course needed to 
qualify to act as administra- 
tors and receivers. Another 

40 are attending the course 
now. Even when they qual- 
ify, that would be many hun- 
dreds short by international 
standards. “1 have doubts 
whether the courts will be 
able to handle the work- 
load," Mr Sanderson said. 
“Hie deadlines are very 


tight, but what happens if 
they are not met?* 

Moreover, bankers fear 
that unless judges and 
accountants are paid sub- 
stantially more than they 
are at the moment, the bank- 
ruptcy system could become 
victim of the common prac- 
tice of settling matters 
through the highest bribe - 
with which contests, it Is 
felt, Indonesian companies 
are more familiar. 

Unlike a few months ago 
'when the amendments were 
drafted, however, the law 
now has strong political sup- 
port from the government 
and many Indonesians. 
Judges have already shown 
that they are eager to regain 
some independence from the 
government and restore 
their image with the public. 
Indonesian creditors, them- 
selves pressed by lenders 
and short of liquidity, are 
gearing up to move against 
their borrowers as wefl. 

The problem for many 
creditors is that they gave 
out unsecured loans and 
bought bonds often from 
holding companies that 
would pay out only after the 
creditors of subsidiaries 
have been paid. “There will 
be some banfcruptdesj,’’ Mr 
Sanderson said. “But you 
should not be overly optimis- 
tic about potential returns. 
In Australia, unsecured, lend- 
ers get 5 cents to the dollar 
in, a liquidation.. In Indon- 
esia, that 5 per cent is proba- 
bly the high watermark." 


Time runs out for the man behind India’s reforms 


AhluwaJia's move 
worries foreign 
investors, write Amy 

Louise Kazmin 
and Krishna Guha 

F or the past seven years, 
Montek Singh Ahluwa.- 
lia, India's forpier 
finance secretary, was the 
global face of India’s eco- 
nomic reforms. As govern- 
ments came and went, the 
urbane Mr Ahluwalia. an 
Oxford-educated former 
World Bank economist, reas- 
sured investors that the 
thrust to unshackle India's 
tightly controlled economy 
would continue. 

On Friday, however, his 
time at the Finance Ministry 
ran out. The Bharatiya Jan- 
ata party CBJPHed govern- 
ment transferred Mr Ahln- 
walia to the planning 
commission as part of a 
wide-ranging reshuffle of 
Delhi's top bureaucrats. 

Foreign Investors 
expressed dismay at the 
move, which, though widely 
rumoured beforehand, robs 
the Finance Ministry of its 



Ahtuwa fee trusted figure 


most experienced and 
trusted figure at a moment 
of extreme market volatility 
and a downturn in the real 
economy. 

Yesterday, the rupee fell to 
an all-time low against the 
dollar, while stocks hover 

just short of a 20-month low. 
“It's not Ideal timing," said a 
strategist at an international 
bank in Bombay. “Markets 
arc already volatile for other 
reasons; we were hit by Rus- 
sia, and the political 
continues." 


Mr Ahluwalia’s tenure was 
virtually unprecedented in 
the senior ranks of the 
Indian bureaucracy, where 
most jobs are held for two or 
three years. His new post 
brings a promotion in rank, 
but lakes him away from the 
real action. The transfer has 
been on the agenda since the 
BJP came to power, but was 
delayed by the need to draft 
a budget 

Part; apparatchiks do not 
trust Mr Ahluwalia. Newly 
appointed ministers com- 
plained that leading bureau- 
crats such as Mr Ahluwalia 
were upstaging their politi- 
cal masters, and banned 
them from holding their own 
press conferences. 

They are suspicious of his 
ties to Manmohan Singh for- 
mer Congress finance minis- 
ter and father of economic 
reform in India, who first 
appointed Mr Ahluwalia to 
the finance ministry. “He 
should have gone a long 
tone ago," said a member of 
the BJP national committee. 

By contrast, Mr Ahluwalia 
is highly regarded, by most 
businessmen for Ids part in 
the early reforms. “Montek 


and Manmohan Singh - 
from 1991 onwards it became 
a great team,” said Rahul 
Bajaj, chairman of Bajqj 
Auto. 

But some hold him respon- 
sible for high- interest rates 
which choked off India's 
over-heating boom in 1995. 
The cost of controlling infla- 
tion was a painful economic 
slowdown. He is viewed as a 
maverick by some members 
of the elite Indian Adminis- 
trative Service because of 
his background as an econo- 
mist rather than career 
administrator. 

A number of industrialists 
feel that Mr Ahluwalia, who 
has little - sympathy for 
incumbent monopolists, does 
not fully grasp the difficulty 
of turning around businesses 
developed under the old 
regime of controlling eco- 
nomic activity by the issue 
of licences. 

Mr Ahluwalia’s exit from 
the ministry m«ms that the 
team of politicians and 
bureaucrats which began 
India’s liberalisation in 1991 
has been more or less com- 
pletely dismantled. 

This will make It easier for 


the new government to 
stamp its own authority an 
policy-making and claim it is 
serious about its intention to 
“reform the reforms". 

But analysts said the 
choice -of Vfjay Kelkar as 
new finance •' secretary 
suggested the reshuffle was 
name about personality poli- 
tics, than a reaction against 
reform. Mr Kelkar, a Bake- 
ley-trained economist, won 
praise in his earlier Job as 
petroleum secretary, for 
pushing through reforms to 
dismantle price control 

Moreover, Mr Ahluwalia 
will continue to play an 
important role in policy for- 
mation at the planning com- 
mission. He will work inviw 
Jaswant Singh, a political 
heavyweight and one of the 

BJP*s most respected eco- 
nomic thinkers. 

“It’s not an anti-reform 
signal by any means," Mid 
Jairaaa Ramesh. head of the 
Congress party’s economic 
policy cell. Mohan Goru- 
swamy, adviser to the pres-* 
ent finance minister, said 
the move was “not an ideo- 
logical step forward or back- 
ward".- 


NEWS DIGEST 

PILGRIMAGE FUND MAY BE TAPPED 

Anwar urges Malaysians 
to give more cash 

Anwar Ibrahim, the Malaysian deputy priiiit* minister, 
announced yesterday that Hie public bad donated M$3Qm 
(US$7 .2m) to help revive the economy. Matay.an needs M* 
lions, however, so Mr Anwar urged aB MaHvswny l« 4° 
their part. "It is important to woo more people to confob 
ute their bit for the fund." Mr Anwar said 
Malaysia wants to avoid lifting restrictions on direct for- 
eign investment to revive lire economy as it mows into 
recession, it had hoped to obtain some foreign funding by 
selling bonds but was unwitting to pay the price demanded 
by international capital markets. 11 js, therefore, attempting 
to amass as much as it can localiy lu recapitalise tire 
banking system and revive the corporate sector 
Mr Anwar said foe government was studying the possi- 
bility of using foe national Moslem pilgrimage fund to buy 
shares as pat of a broader effort to prop up ffre stock 
market, which is at a nine-year taw. 

. The Tabung H ajr fund helps the Moslem majority make 
the pilgrimage to Mecca, which is foe duty ot all Moslems. 
Mr Anwar said the fund had invested tn shares m the past 
and, as long as tt bought those deemed hafaf - and not 
associated with forbidden acts such as drinking alcohol or 
gambling - there was no reason to object. 

Malaysia already said it would tap Petroiuis, the state- 
owned oil company, the EPF mandatory national pension 
fond arid local insurance companies (or assistance. 

Shelia McNulty. Kuala Lumpur 


PHILIPPINE ECONOMY 

GNP growth prospects dim 

The International Monetary Fund yesterday saicf the Philip- 
pines’ gross national product was unlikely to grow more 
than 1 per cent this year, following the dismal performance 
of the agriculture sector in the firr.t half. 

“We'll be lucky if we'Q have positive growth ut 1 per cent 
for this year." said Henri Lone, senior resident representa- 
tive of foe IMF in Manila. 

The lower growth figure compares vwffi much higher tar- 
gets agreed by the Philippines only last April in its two- 
year $1.37bn "precautionary arrangement '' wilh (he IMF 
and is an indication of the fast deteriorating economic out- 
look. Under that programme, the previous administration 
was targeting GNP growth ol 3 per cent in 1998 and 5 per 
cent in 1999. 

The increasingly bearish forecast foBows the announce- 
ment earlier this week that lust half agricultural output 
slumped 72 per cent year-an-year. its worst performance 
in 20 years, after the devastation bi ought by El NhIo. Agri- 
culture employs about 44 per cent of the workforce and 
accounts for 20 per cent of gross domestic product. 

The IMF's comments come before newly-etecled Presi- 
dent Joseph Estrada’s first budget, to be presented to 
Congress next Monday. Justin Marozzi. Manila 


FLOODING IN CHINA 

Oil production threatened 

Flood waters have breached dykes in northern China 
threatening a city of 3m people and forced the closure of 
more than 2,000 00 wells. The worst Hooding in decades 
has forced China to shut down 1,809 of the more than 
25,000 wells at Dacp'ng, the otffjpki responsible for more 
than one-third of the country's petroleum output, accord- 
fog to state media - - 

Yesterday, tens of thousands of soldiers and civilians 
were battling to protect the city of Harbin, home to about 
3m people and some of China's big state-owned industrial 
enterprises, after waters breached two dykes. The weight 
of water punched holes in two secondary dykes on the 
northern edge of the city, and efforts to plug them by ram- 
ming trucks into foe gaps failed, the official Xinhua news 
agency reported. • 

Daqing has not been the only oilfield affecled by the 
flooding. In neighbouring Liaoning province, flooding h3d 
forced the Liaohe oilfield. China's third largest producer, to 
dose 565 weHs out of a total of 2,029 wells. 

James Harding, Shenzhen 


REPORT ON BURMA 

Forced labour condemned 

The use of forced labour is “pervasive" throughout the 
whole of Burma and used in "a systematic manner with 
total disregard for human dignity, safety and health and 
foe basic needs of foe people", according to a report pub- 
lished today by foe International Labour Organisation. 

The report says women, children, foe sick and old 
people are doing forced unpaid labour. It accuses foe 
regime of beatings, torture, rape and murder in its forced 
labour poUcy. The ILO adds that their investigation reveals 
“a saga of untold misery and suffering’’ and a "gross 
denial of human rights" since 1988. The report calls on 
Burma to put its labour laws into conformity with its inter- 
national obligations by 1 May 1999. 

The Burmese government refused to co-operate with foe 
ILO commission, saying the accusations were “based on 
biased and specious allegations made by expatriates who 
wish to denigrate the authorities for their own ends". 
Robert Taylor, Employment Editor 
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TTiis feeling is matched in 
the markets. "If they had got 
somebody totally different to 
replace Montek you could 
have said it has more to do 
with swadeshi [self-reliance 
policy J," said one stockbro- 
ker. "But Kelkar is in the 
same mould: dismantle con- 
trols and free up sectors." 

Even so. It will be some 
time before Mr. Kelkar 
mat c hes Mr Ahluwalia 's pro- 
file . as an international 
ambassador for India and an 
enduring link to uic global 

financial c ommuni ty 

“Mr Kelkar is a very intel- 
ligent and able man,” said 
Anil Singhvi, treasurer o[ 
Gujarat Ambuja Cement. 


“But continuity is what v 
newt. We have seen the poll 
ittil faces change three timi 
in two years. Lei the buroa 
crate remain the same." 

A banker involved i 
India's disinvestment pr 
gramme said ilu? change I 
personnel would not hel 
efforts to persuade mvestoi 
tu put Riuney into ludi 
wlwn emerging markets m 
not the flavour of the muntl 
"I do not think that niovlr 
Montek is gaud from a 

f n teraa tion«i ( perfect t ve, 
he said. But. he added. Imll 
could nut cam- on with 
finance secretary knuwn nt 
to enjoy the confidence 1 
tile ruling party. 
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—— l^ CASE WHITE H OUSE SEEKS -TO GLOSS OVER DISCORD AMONG PRESIDENT'S ADVISERS ON ADMISSION OF RELATIONSHIP 


Clinton’s aides dismiss dispute rumours 


By Mark Suzman tn Washington 

The White House yesterday 
sought to bolster support for 
President Bill Clinton as 
fresh details emerged about 
disputes between his closest 
advisers over his admiss ion 
of an inappropriate relation- 
ship with Monica Lewinsky. 

With Mr Clinton on vaca- 
tion. top aides dismissed 
rumours of unhappiness 
among senior White House 
'staff at Mr Clinton’s tele- 
vised statement on Monday 
night A number of top offi- 
cials including Rahm Eman- 


uel. Mr Clinton’s senior pol- 
icy adviser, and Ann Lewis, 
the White House communi- 
cations director - both of 
whom were reported to he 
privately disappointed with 
Mr Clinton - have publicly 
expressed confidence in . hint. 

But news' reports yester- 
day suggested that Mr 
Emanuel and other political 
advisers argued strongly at. 
the weekend that Mr Clinton 
should show more contrition 
in his address and avoid 
attacking Kenneth Starr/ 
independent counsel ipading 
the investigation^ However, 


Canada court rules 
today on Quebec’s 
right to secede 

Decision expected to clarify legaJ questions 
but may reignite separatist passions, 
write Scott Morrison and Edward Alden 


they were apparently over- 
ruled by David Kendall. Mr 
Clinton's personal lawyer, 
and Hillary Clinton. 

While Mr Clinton’s gamble 
has so far paid off with the 
general public, a backlash 
appears to be building on 
Capitol Hill and in the 

. A new poll for CBS 

.showed that Mr Clinton's 
presidential approval ratings 
now stand at around 70 per 
cent, dose to the highest of 
his presidency, while nearly 
three-quarters of the country 
believe the investigation 


The Quebec story 


should now be dropped. 

But a growing number of 
Democrats are now express- 
ing disappointment in Mr 
Clinton's actions while tradi- 
tionally supportive newspa- 
pers, including the Washing- 
ton Post and New York 
Times, have strongly critic- 
ised his decision to offer no 
full apology or explanation 
for his actions. * 

Several Republican leaders 
have called for Mr Clinton to 
step down and Paul McHale, 
a retiring Pennsylvania con- 
gressman. became the first 
Democrat openly to call for 


Mr Clinton's resignation. 
“The president deceived the 
American people, the presi- 
dent lied under oath,” he 
said. “We cannot sweep that 
aside. 1 ’ 

Mike McCurry, White 
House spokesman, said Mr 
Clinton had no reaction to 
the latest developments and 
was planning some private 
time with his wife and their 
daughter Che l s ea. “This is a 
family that's got some heal- 
ing to do," he said. "I don't 
think he's worried about the 
polls right now. He's worried 
about the reaction of his 


family, first -and foremast," 
Meanwhile, prosecutors 
pressed ahead with their 
investigation. After calling 
Dick Morris, a former 
adviser to Mr CHnton, to the 
grand jury yesterday, they 
completed plans for a fol 
low-up appearance by Ms 
Lewinsky later today. Mr 
Clinton reportedly admitted 
to sexual contacts with Ms 
Lewinsky in his own testi- 
mony, but refused to answer 
more detailed questions on 
the matter. Mr Starr is keen 
to compare their accounts in 
more detail 


C anada's supreme court 
will today rule on 
whether Quebec has the 
constitutional right to 
secede unilaterally from the 
rest of the country, a his- 
toric decision that is expec- 
ted to clarify long-muddled 
legal questions but may re- 
ignite separatist passions in 
the French-speaking prov- 
ince. 

The case, which Chief Jus- 
tice Antonio Lamer has 
called the most important 
ever to come before the 
court, was brought by the 
federal government after 
Quebec's separatist govern- 
ment came within a whisker 
of winning a 1995 referen- 
dum to take the province out 
of the country. 

Lucien Bouchard, Que- 
bec’s premier and separatist 
leader, is seeking another 
mandate to negotiate a "sov- 
ereignty association” with 
Canada, an ill-defined con- 
cept that has confused Cana- 
dians on both sides of the 
issue for more than two 
decades. But he has reserved 
the right to declare indepen- 
dence unilaterally should 
negotiations on a new rela- 


tionship with the rest of 
Canada fail 

The federal government 
expects that the supreme 
court will agree that neither 
Canada’s constitution nor 
international law gives Que- 
bec the right to secede uni- 
laterally. It hopes such a rul- 
ing will strengthen its 
bargaining power, forcing 
Quebec to negotiate on Ott- 
awa’s terms. 

Among the key issues to 
be resolved in any peaceful 
separation would be Que- 
bec's portion of the C$600bn 
(XJS$395bn) national debt, 
the fate of minorities in the 
province opposed to seces- 
sion. and the continued use 
of the Canadian dollar In 
Quebec. Ottawa’s hope is 
that confronting Quebeckers 
with the magnitude of the 
task involved in any negoti- 
ated separation might dis- 
courage - those who only 
weakly favour independence 

Most constitutional 
experts see the case as an 
open and shut one far the 
federalist side. Canada's con- 
stitution,. like those in all 
but a handful of countries, 
does not allow for the seces- 
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sion erf one of its territories. 

The court will be bard- 
pressed to find any support 
for a unilateral declaration 
of independence. in that doc- 
ument Nor does interna- 
tional law make it much 
easier for breakaway states. 
The United Nations, worried 
in particular about the Afri- 
can colonial legacy where 
state boundaries were drawn 
through the middle of ethnic 
groups, has always had a 
strong bias towards keeping 
boundaries intact. 

International law basically 
provides only two routes to 
Independence - consent of 
the parent state, as in the 
case of the break-up of the 
former Soviet Union, or vic- 
tory through armed struggle. 

“The view that Quebec 
alone is free to determine its 
own future is just not cor- 
rect and that is what the 
supreme court wQl say on 
Thursday," said Bruce 
Ryder, a professor of consti- 
tutional law at Toronto’s 
Osgoode law school. 


But the legal nuances of 
the court's decision are 
likely to be overshadowed by 
the political reaction from 
Mr Bouchard, a charismatic 
speaker who is masterful at 
exploiting Quebeckers' deep- 
ly-held grievances against 
English Canada. Most Que- 
beckers regard Canada as a 
confederation of two foun- 
ding nations, and believe 
Quebec has retained an 
inalienable right to renounce 
that relationship if it so 
chooses. Further, Quebec, 
while it Is legally bound by 
Canada's constitution, has 
never assented to the docu- 
ment. 

Quebec has refused even 
to participate in the court’s 
proceedings, arguing the 
decision will in no way limit 
Ihe province’s choices. But 
in the unlikely event that 
the court confounds Cana-, 
ri i an legal experts by estab- 
lishing Quebec's right to 
secede unilaterally, Mr Bou- 
chard could nse that judg- 
ment to persuade Quebeck- 


ers that sovereignty is 
readily achievable. 

While the appeal to the 
court was widely applauded 
in Ifrn giiah Canada after the 
1995 referendum scare, in 
which the separatists lost by 
less than l per cent, of the 
votes, the timing now 
appears to be the worst pos- 
sible. Mr Bouchard and his 
Parti Quebecois have been 
on the defensive since Jean 
Charest became leader of the 
Quebec Liberal party this 
summer. The popular Mr 
Charest. a champion of the 
federalist cause, is seen as 
the best hope for defeating 
Mr Bouchard and thus avoid- 
ing anrrthAr destabilising ref- 
erendum. 

Recent opinion polls, how- 
ever, show Mr Charest’s 
honeymoon approval ratings 
have slipped slightly and Mr 
Bouchard has narrowed the 
gap to a few percentage 
points. Renewed separatist 
sentiment fuelled by the 
supreme court’s ruling could 
be the edge Mr Bouchard 


needs to call a snap election 
later this year. A Bouchard 
victory would set the stage 
for yet another sovereignty 
referendum. 

In the short term, it now 
appears Ottawa has little to 
gain from the court's ded 
sion. But some observers say 
that, with the threat of Que- 
bec’s separation having 
stalked Canada since the 
first election of the PQ in 
1976, the establishment of 
clear legal ground rules is 
long overdue. 

Stephen Scott, a lawyer 
who presented arguments in 
the hearings, says Ottawa 
had no choice but to assert 
its legal rights in a matter so 
fundamental to Canada's 
future. 

“The very fact that Can- 
ada has to go to court to 
reaffirm its sovereignty and 
territorial integrity is an 
indication of how far out of 
control the country has 
become,” he says. 


Observer, Page 11 


Central America grasps 
the nettle of integration 


By James Wilson 
In Panama City 


Central American inte- 
gration is, it seems, literally 
on the move. 

The staff of the Central 
American Integration Sys- 
tem (Sica), set up in 1991, 
have shifted their cardboard 
boxes from the unassuming 
yellow house in the suburbs 
of San Salvador that was 
once their headquarters and 
are settling into new prem- 
ises provided by the govern- 
ment of El Salvador. 

Until now many of the 
institutions overseeing dif- 
ferent aspects of co-opera- 
tion in fields such as the 
economy, education and the 
environment have been scat- 
tered across the region. Now 
they are being brought 
under Sica’s command to try 
to give more coherence and 
direction. The process con- 
firms San Salvador's posi- 
tion as the Brussels of Cen- 
tral America. 

After numerous unsuc- 
cessful attempts to increase 
cross-border co-operation it 
will take more than a 
change of address to show 
that the region is at last 
making progress towards 
better ways of working 
together. Sica is the 22nd 
attempt at integration since 
the 1820s, according to 
Ernesto Leal, its secretary- 
general. 

Nevertheless, regional 
integration is on the agenda 
more firmly than ever. 


spurred by the changes 
demanded in an era of glo- 
balisation. 

“If there is a time when ■ 
integration can be realised, 
it is now.” says Luis Guil- 
lermo Solis, a foreign policy 
adviser mid Central America 
ambassador in the last Costa 
Rican government. 

The case for closer integra- 
tion among the Sica coun- 
tries - Guatemala, Hondu- 
ras, El Salvador, Nicaragua, 
Costa Rica and Panama - 
looks compelling. The six 
Spanish-speaking nations 
sandwiched between Mexico 
and South America have a 
combined population of 
some 33m and aggregate 
gross domestic product last 
year of about $53bn. Alone, 
they hardly figure. 

In practice 150 years of 
regional conflict have been 
an enormous barrier to 
co-operation. Now, though, 
the region is peaceful and all 
governments are democrati- 
cally elected. 

The move to strengthen 
Sica was agreed at a presi- 
dential summit In Panama 
last year, where a pledge - 
was made to slash some of 
the dead wood of reglonalisa- 
tton. 

Parlacen, the regional par- 
liament which Costa Rica 
has never Joined, is being 
trimmed. The Central Ameri- 
can court of justice will also 
be slimmed down. 

Mr Leal believes it is more 
than a cosmetic change. 
“Before, the institutions 



were very dispersed and 
un co-ordinated. There was 
disordered growth. 

“ Combining everything 
wiD give coherence - that in 
itself is a big achievement. 
Added to that, there is going 
to be an economic saving 
because there is not going to 
be repetition of different 
systems.” 

Others are. not so sure. Mr 
-Solis says: “I think Sica is 
doing it right. The presi- 
dents gave Mr Leal a man- 
date which he is going for- 
ward to fulfil. But the major 
commitments that were 
waiip [at the Panama sum- 
mit] are largely political and 
he cannot go about that 
unless he gets commitment 
from the governments. He 
has not got that yet.” 

Mr Solis believes govern- 
ments have regressed into 
Isolationist mood” since the 
summit. Costa Rica, always 


uneasy about aspects of inte- 
gration, has a new president, 
Miguel Angel Rodriguez, 
who Mr Soils says “feels he 
can make way politically by 
being isolationist”. Gua- 
temala. he believes, is preoc- 
cupied with its peace pro- 
cess. 

Still, close trade ties are a 
reality for Sica's five north- 
era nations (Panama’s very 
different, service s-based 
economy means it steers its 
own course). The five have a 
free trade area in place for 
all but a few sensitive goods. 
External tariffs are due to 
converge at rates between 
zero and 1 16 per cent next 
year. 

If Guatemala, El Salvador 
and Honduras conclude a 
free trade treaty with Mexico 
this year, work will begin to 
combine it with other trea- 
ties that Mexico has with 
Costa Rica and Nicaragua, to 



Miguel Angel Rodriguez: accused of being In isolationist mood 


form a free trade area 
stretching from the US bor- 
der to Panama. Trade among 
the five countries has tripled 
from $600m in 1990 to Sl^bn 
last year. 

Poor communications and 
infrastructure remain big 
trade barriers. One study 
showed goods travel at half 
the speed through Central 
America - with its bad roads 
and border hold-ups - that 
they do over a comparable 
distance in the US. But there 
are plans to improve the 
main road through the 
region, while standardisa- 
tion of border procedures 
should cut red tape. Planned 
gas and electricity link-ups 
should cut power costs and 
reduce supply problems for 
industry. 

As for closer social ties, 
citizens of Guatemala, El 
Salvador, Honduras and 
Nicaragua can move freely 


through the four countries 
with only their local identity 
cards. But local pressures 
still mean real integration is 
a long way off. 

Mr Leal, a former Nicara- 
guan foreign minister, recog- 
nises that the gap in living 
standards between countries 
such as Nicaragua and Costa 
Rica means free movement 
is a thorny issue. “The first 
thing we have to do Is har- 
monise social benefits across 
the region.” he concedes. 

The other big task is to do 
more to convince citizens of 
the benefits of integration. 

“The problem we have is 
that the governments have 
been pushing from above, 
down,” Mr Solis says. 
“Unless we get some 
response from the bottom 
up, the process is always 
going to be lacking in legiti- 
macy. That is something we 
have seen in Europe.” 


IMF and Jamaica fall out over economy 


Institutional 
investors lift 
equity holdings 


By Our New York Staff 


A growing proportion of the 
US equity market is being 
managed by the big invest- 
ment institutions. 

The largest 25 institutions 
controlled nearly a fifth of 
total outstanding equities in 
1997. 3 percentage points 
higher Hum in 1996. 

Figures published today 
by the Conference Board, 
which monitors patterns of 
institutional investment and 
control, show that institu- 
tional investors as a whole 
now control 63 per cent of 
the top 250 US companies, up 
from 54.8 per cent at the 
beginning of the decade. 
Nearly a fifth of the largest 
US mwnpanips have 80 per 
cent or mare of their shares 
controlled by the institu- 
tions. 

In 1990, only 3 per cent of 
companies had such a con- 
centration of institutional 
ownership. 

The report shows that 
institutional ownership is 
highest in sectors such as 
metals, healthcare and trans- 
portation. and lowest among 
the utilities companies. 

However, some very large 
companies have only a mod- 
est Institutional sharehold- 
ing. Among the top 25 com- 
panies, only 15.7 per cent of 
Berkshire Hathaway is con- 
trolled by institutions, and 
Wal-Mart and Microsoft are 


well below average at 37.1 
per cent and 35.1 per cent 
respectively. 

The largest institutional 
investor with a "bands on” 
approach to equity invest- 
ment management is Fidel- 
ity Investments, which con- 
trolled 2.7 per cent of total 
outstanding equity at the 
end of 1997. 

The next four are Barclays 
Global Investors, State 
Street. Putnam and Bankers 
Trust 

Total turnover of shares 
on the New York Stock 
Exchange has been rising 
steadily In recent years. The 
turnover rate in 1997 was 69 
per cent the highest since 
1987 - a period of extreme 
volatility in share prices. 
However the Conference 
Board says that taken as a 
whole, the average turnover 
of shares held by institutions 
slipped a little to 42£ per 
cent last year. 

Within that, there was a 
wide spread between the 
most active and least active 
type of investor. 

Money managers with an 
aggressive growth strategy 
turned over 95.1 per cent of 
their shares in the year, 
compared with a figure of 
just 19.3 per cent for public 
pension funds. 

Institutional Investment 
Report. The Conference 
Board, New York. (212) 339 
0347 


NEWS DIGEST 


STATISTICS SURPRISE ANALYSTS 

Housing market in US 
continues robust growth 

The robust US housing market showed further signs of 
accelerating growth yesterday as construction reached its 
highest rate since the house-building boom of 1987. Hous- 
ing starts rose 5.7 per cent from 1.63m in June to 1.72m 
in July, the strongest performance since March 1987. Last 
month’s figures represent a 17.6 per cent rise from July of 
last year, when they stood at 1.46m. 

Analysts were taken by surprise by yesterday’s statistics, 
after they had forecast a slight decline in housing starts of 
around 1 per cent The continued strength of the home- 
building industry is underlined by the fact that starts have 
now remained over the 1.5m mark for 11 months. 

However, growth in housing starts is expecting to slow 
as skilled labour shortages restrain activity among house- 
builders and because the stock of unsold new homes is 
dose to a historic low. Richard Wolffe, Washington 


CURRENCY FALLS 


Canadian inflation stable 

Canada’s annual inflation rate remained stable last month 
at 1 per cent, a piece of good news yesterday that imme- 
diately sent the Canadian dollar plunging back towards the 
65 US cents mark. 

The inflation numbers, which have held steady between 
0.7 per cent and 1.1 per cent since November 1997, are 
seen as further evidence that the Bank of Canada will 
remain reluctant to raise short-term interest rates to prop 
up me sagging dollar. Despite intervention by the central 
bank, which has been in me market regularly in me past 
two weeks buying up Canadian dollars, me currency fell 
0.2 US cents to less than 65.3 US cents by midday yester- 
day and threatened to drop to another all-time low. 

Edward Alden, Toronto 


BRISTOL TECHNOLOGY 


Software group sues Microsoft 

Bristol Technology, a Connecticut-based software com- 
pany, said yesterday it had filed a lawsuit against Micro- 
soft alleging anti-competitive practices. Bristol makes soft- 
ware which allows computer programmes based on 
Microsoft’s Windows operating system to run on non-Wtrv 
dows-based machines. 

The company alleges that Microsoft approached it in 
1991 and agreed to supply details of the Windows source 
code in order to help it improve its product, but then 
changed its mind. Bristol says Microsoft is refusing to pro- 
vide information on reasonable terms. 

Microsoft was not available for comment early yesterday. 
Roger Taylor, San Francisco 


PARAGUAY 


New president frees general 

Four days after assuming me presidency of Paraguay, 

Rail! Cubes Grau fulfilled late on Tuesday one of his cam- 
paign promises by freeing from jail Lino Oviedo, the rene- 
gade general and Mr Cubes Grau’s former running mate. 

Mr Oviedo was jailed for 10 years after a failed coup 
attempt against former president Juan Carlos Wasmosy. 

Lawyers, constitutional experts and opposition politicians 
described me presidential decree Issued by Mr Cutes 
Grau, which reduced Mr Oviedo’s prison sentence to three 
months, as "absolutely illegal”. Congress was due to vote 
late last night on whether to impeach the president 
Andrea Mandel-CampbeB, Buenos Aires 


By Canute James hi Kingston ^ 


Jamaica and the IMF have 
sharply disagreed over the 
government's economic poli- 
cies. with the administration 
arguing that changes 
suggested "by the Fund are 
not feasible. 

The row comes throe years 
after Jamaica stopped bor- 
rowing from the Fund and 
follows two years of contrao- 


4F‘s gov- 

r. chrtlllll 


increase the pace of struc- 
tural reform, increase taxes 
and allow the currency to 
depredate. 

“I am not picking a fight 
with the IMF. but proposals 
such as that. .. are not feasi- 
ble in an economy undergo- 
ing some stress," said Omar 
Davies, finance minister. 

While there had been some 
gains, the mix of policies had 
resulted in “very high real 
interest rates, a substantial 
real appreciation or the cur- 
rency and declining output". 


the Fund said. This jeopard- 
ised the government's aim of 
economic expansion and 
higher employment. 

The Fond said the Jamai- 
can dollar bad depreciated 
by about 4 per cent against 
the US currency in the past 
year, but had appreciated in 
nominal terms by 10 per 
cent. The external account 
deficit also increased to 5.5 
par cent of gross domestic 
product in 1997 as exports 
declined and transfers fell. 
The IMF was also critical of 


the government’s revenue 
projections, which it said 
were “very optimistic". 

Mr Davies consistently 
maintains that the govern- 
ment's policies have put the 
economy on the “right 
track”, despite contracting 
by 2.4 per cent last year fol- 
lowing a decline of L7 per 
cent in 1996- The financial 
services sector contracted by 
22 per cent last year, with 
agriculture falling 14.6 per 
cent, offsetting marginal 
expansion in tourism and 


mining. The trade deficit, 
which widened to $1.7bn last 
year, contributed to a bal- 
ance of payments shortfall of 
852m following a $271 m sur- 
plus in 1996. 

The minister points to 
inflation of 9 per cent last 
year - the first single-digit 
Increase in a decade - and 
accumulated foreign 
reserves, which at the end of 
last month covered 12.4 
weeks of imports, as positive 
developments produced by 
the government's policies. 


The Fund’s report has pro- 
vided ammunition for the 
opposition, which has been 
increasingly critical of the 
government's policies. “The 
government has failed to 
maintain a sound macro 
economy and continues to 
fail in achieving this critical 
abjective,” said Edward 
Seaga, leader of the Labour 

party- 

“The economy is in deep 
recession, with little sign of 
any reversal without bitter 
medicine." 


HOLOCAUST FUNDS 


Generali seen to be near deal 

Assicurazioni GeneraJi, the largest Italian insurance group, 
appeared yesterday to be in the final stages of negotratmg 
an out-of-court settlement with US lawyers suing it over 
Holocaust survivors' unpaid insurance policies. 

The company confirmed that negotiations were continu- 
ing at an advanced level. Ed Fagan, the New York lawyer 
who represents many of the plaintiffs, scheduled a press 
conference on the issue for late yesterday afternoon. Gen- 
erali is one of 14 European insurers being sued in a class 
action, but appeared to be acting on its own. 

John Anthers, New York and Avi MachEs, Jerusalem 
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WORLD TRADE 


Caribbean summit to focus on trade 


By Canute Janes m Ktogston 

Leaders of 14 Caribbean 
countries which are part of 
the African, Caribbean and 
Pacific (ACP) Group meet 
today in the Dominican 
Republic to seek a unified 
approach on trade talks with 
the EU starting later this 
year. 

They are preparing to 
negotiate an agreement with 
the EU to replace the Lome 
Convention, a trade and aid 
treaty between the Union 


and the 71-member ACP 
Group which expires in 2000. 

The summit will discuss 
the region's approach to the 
African and Pacific members 
of the ACP in response to 
proposals from the EU for a 
new trade pact. Caribbean 
members are concerned 
about an BU plan to forgo a 
successor agreement with all 
71 signatories, and instead 
negotiate several regional 
pacts. “There is general 
agreement on this within the 
Caribbean, but we wOl need 


to convince some of our Afri- 
can colleagues who appear 
willing to accept these sepa- 
rate agreements with the 
EU,” a Barbadian govern- 
ment official said yesterday. 

The region's leaders will 
also review relations with 
the US, and the impact on 
the region, including Central 
America, of Nafta. 

Coun tries in the Caribbean 
basin have asked the US for 
export opportunities simila r 
to these enjoyed by Mexico. 
They claim that they are las- 


EU’s big idea for a ‘new Lome’ 
struggles to get off the ground 

A radical trade rethink is running into bother as the 71 ACP 
nations delay getting their act together, writes Mark Turner 


S carcely a hundred years 
after the partition, of 
Africa, Europe appears 
to be carving up the conti- 
nent again. 

On November 15 1884, Ger- 
many’s Chancellor Otto von 
Bismarck welcomed 14 dele- 
gations to Bolin with a cal] 
for “commerce. Christianity, 
civilisation”, and proceeded 
to divide Africa Into five 
zones for conquest by the 
turn of the century. 

On June 29 1998, Robin 
Cook, UK foreign secretary, 
and 14 other European for- 
eign ministers in Brussels 
issued the rallying cry of 
“open markets, human 
rights and democracy*', and 
exhorted Africa to organise 
into about five regional free 
trade areas by the year 2005. 

The mare recent proposals 
are the big idea behind a 
radical rethink of the Euro- 
pean Union’s relationship 
with 71 countries in Africa, 
the Caribbean and the 
Pacific (ACP), for which 
negotiations are due to begin 
next month. 

Coming alongside talks on 
free trade talks with the 
Mediterranean rim, Merco- 
sur, Chile and Mexico, and 
amid efforts to improve busi- 
ness conditions with North 
America and Asia, they 
hi g hli g ht the EU*s efforts to 
carve itself out a role as a 
commercial superpower. 

After a year of surpris- 
ingly open consultations 


with governments, nongov- 
ernmental organisations and 
various academics, the Euro- 
pean Commission safd fhfs 
spring that the past 20 years 
of trade and aid under the 
Lome Convention had not 
worked, and that EU-ACP 
ties would have to have a 
complete overhaul by 2000. 

Years of relatively uncon- 
ditional development aid and 
non-reciprocal market access 
had created a culture of 
dependence, it argued, with- 
out fostering the competitive 
industries Africa needed to 
integrate into the global 
marketplace. 

Sub-Saharan Africa's sorry 
tale is starkly illustrated by 
comparing its share of EU 
imports to that of other 
developing regions: most 
notably, this foil from nearly 
U per cent in 1965 to 4^5 per 
cent last year, while Asia's 
share (excluding Japan and 
Korea) rose from 5.4 per cent 
to nearly 15 per cent in the 
same period. 

Increasingly successful 
attacks on the Convention's 
commodity protocols, nota- 
bly the dollar-zone World 
Trade Organisation chal- 
lenge to privileged European 
Union access for ACP 
bananas — prompted many 
to fear the writing was on 
the wall for Lom£. 

According to Philip Lowe, 
director-general of the Com- 
mission's development arm 
DGVHL the EU’s new aris- 


ing markets in the US to 
Mexico. 

The summit will be 
attended by Fidel Castro, 
president of Cuba, who is 
expected to continue his gov- 
ernment's efforts to become 
involved in regional trade 
arrangements. 

Cuba has told the EU and 
the ACP that it wants to be 
included when the Union 
and the group conclude their 
replacement for the Lome 

pact. Cuban officials said 
the country's intention had 


bear “favourably received**. 

Caribbean members of the 
ACP support Cuba's even- 
tual membership of the 
group, but expect objections 
from some European states 
because of the island's com- 
munist go v e rnm ent. 

During the summit, Cari- 
com and the Dominican 
Republic will sign a free 
trade treaty to take effect at 
the start of next year. “It 
will give Caricom countries 
access to the Dominican 
Republic market, which has 


sion should be to "help the 
ACP countries by giving 
them assistance to meet 
international standards of 
commerce, helping them to 
adapt their structures to lib- 
eral trade conditions, and by 
stimulating their trade with 
the Union". 

In practice, that turned 
out to be a call for inter-re- 
gional free trade zones with 
Africa, the Caribbean and 
the Pacific by 2005, alongside 
some targeted development 
aid to help them build up 
their export capacity. 

As an intermediate step, 
according to a paper by the 
European Centre for Devel- 
opment Policy Management 
(ECDPM) in Maastricht, 
"free trade arrangements 
will be proposed to smaller 
regional groupings", most 
likely east west central and 
southern Africa and, on its 
own, Nigeria. 

B y the end of June, most 
European governments 
agreed with this baric 
strategy, albeit adding a 
loosely worded (and possibly 
unfeasible) proviso that any 
AGP countries which did not 
want a free trade zone 
should be allowed substan- 
tial market access under the 
EU’s generalised system of 
preferences (GSP) instead. 

In theory, all that remains 
is for Ihe ACP to formulate 
its own vision of the post- 
millennial future, and the 
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ness of the situation that 
ACP ambassadors were told 
to stay in Brussels in 
Augnst, an almost 
Unheard-Of Indig nity during 
the holiday month. Even 
despite these efforts, most 
Brussels diplomats do not 
expect real talks to begin 
until considerably later in 
the year, if not 1996. "We are 
expecting the first few 
months to be a phoney nego- 
tiation," a UK official said. 

BuJ without any serious 
ACP input into the new Con- 
vention, many commenta- 
tors fear that Europe will 
once again find itself pres- 
cribing solutions for African 
problems. 

That could be a serious 
mistake. According to the 


two sides can get down to 
some serious taifcc 

By most acco unts, includ- 
ing that of Peter Magande, 
ACP secretary-general, the 
71 -nation bloc is nowhere 
near reaching a coherent 
enough position to meet the 
EU on equal terms. 

Except for the Caribbean 
and Mauritius, mast of the 
grouping has gone little 
beyond a vague commitment 
to unity and development 
made at last year's ACP 
summit in Libreville. 

“To get 15 EU states to get 
their act together is diffi cult 
enough; to get 71 ACP states 
to reach a common position 
is very difficult." admit s Mr 
Lowe. 

It is a mark of the serious- 


Tta oansamasT wW Ralph 
Mantf, Trinidad and Toba- 
go’s foreign minister. Cari- 
com was created 25 years 
ago, and has a market or 
lfim people. • 

The treaty wifi cover trade 
in goods and services, the 
reciprocal promotion and 
protection of investment, 
government procurement, 
sanitary and phyfiosanitary 
measures 

technical harriers to trade, 
according' to the Caricom 

se cretar i at. 


ECDPM. "tiar move <tf ACP 
countries towards regional 
Integration hwrwtit from 
EU sup port, but tt cannot be 
driven from outride". 

In his diplomatic way, Mr 
Magande agrees. "Whfie this 
may be a very good proposal, 
I think the grass-roots capac- 
ity isg ofog to put a lot of 
limi t atio ns an what we want 
to do, and how quickly we 
can do it While we are ambi- 
tious, it will take some time 
to create viable regooal free 
trade areas." 

Privately, development 
experts suggest that is an 
understatement. "Even 
southern Africa, which we. 
had thought to be in good 
shape a year ago. now seems 
in no position to negotiate." 
said a policy adviser to a 
non-governmental organisa- 
tion dosely involved in the 
debate. "Nmm of the other 
groupings appear to be even 
near ready." 

Even if the groupings 
proved him' wrong, the dif- 
fering levels of development 

a rf t h hi tSurp amid m»lrg ^ 

whole arrangement unwork- 
able, say experts. 

Given the realities, the 
ECDPM and others have 
offered a stem warning to 
European and ACP negotia- 
tors alike- 

“The complexity of the 
proposed trade arrange- 
ments may contribute to 
potting extra pressure on 
relatively weak ACP admin- 
i s tr a tio n s ," says Heari-Bem- 
ard Solignac Lecomte, a 
Loroft expat. 

"Import . liberalisation 
towards the EU would _ add 
yet another tier [of a range 
of schemes already under 
way). This could contradict 
the EU’s pledge to help ACP 
countries integrate foto the 
multilateral system." 







NEWS DIGEST 
GLOBAL INFORMATION SERVICB _ 

EDS expected to announce 
£300m contract with BP 

EDS. the US-based provider of knfomvstton 

serefcas. Is today expected to announce 

five-year contract to provide IT 

Petroleum. The contract, the latest m a ^**>£a* 

sourcing wins for EDS. 

and would initially be confined to tftel J* afthWjB” 1 
would be progressively rolled out overthe next few years 
to cover BP operations in 142 Amoco. 

K Is expected rt would evenfoaHy be toAmro 

the US oil group with which BP hopes to mergenext 
EOS. which has grown to become the 

services group In the UK would buW a***™? centre in 

Durham in the UK to serve as n^eontracts 

At present BP In the UK has 40 drfferenl 
with three separate suppliers supping 
H3S wifl now become BP’s 

earfer this month announced a El.4 bn ord er to rrotafl the 
world's largest smartcard ticketing system tor London 
Transport- Robert Corona and Paul Taylor, London 

JAPANESE PHOTOFILM MARKET 


US urges greater openness 

The US government yesterday admitted that compebhon m 
the Japanese photographic film market had improved but 
caH ed on Japan to put an end to "unreasonable business 
practices* which still blocked foreign competition. 

Charlene Sarshefefcy. US trade representative, sad the 
availability of foreign film had doubled in the last twee 
years in supermarkets and department stores. But in the 
traditional outlets of photographic stores, which account 
for half of Japanese film sales, availability had declined. 

The US report into Japan’s controversial photofilm marj 
ket is designed to monitor Japan’s comments to the Wond 
Trade Organisation In the long-running dispute between 
the US film-maker Eastman Kodak and Japanese rival Fuji. 

A WTO panel last year comprehensively rejected US 
charges that Japan's photofilm market was rigged against 
foreign co mpe t i tors. At the time, the US government said it 
would treat Japan's arguments as a commitment to open 
its market Richard Woffle, Washington 


PRISON LABOUR 

Adidas-Salomon denies claim 

Adidas-SaJomon said an internal investigation had found 
no evidence that sub-contractors had used prison labour 
in China to produce footballs. The German sports goods 
company suspended orders fbrbafls made rrt China last 
month after reports emerged on the eve of the World Cup 
finking production to a Chinese prison labour camp near 

Shanghai. 

Pressure butt on the company yesterday after fresh 
reports that it could face claims in al/S court filed by a 
Chinese dissident who said he was forced to work on 
footballs bearing the Adidas slogan. 

The German company said yesterday: "We are investiga- 
ting in depth and there is still no evidence of wrong-doing 
on the part of our suppliers.” A spokesman said the inves- 
tigation had included raids on factories in China. 

Graham Bowtey, Frankfurt 
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BRITAIN 


IAe admits export talks with Libya 


Ones Correspondent 

jtish Aerospace sliid yes* 
day it was holdingtpreiiini- 
■ry talks with Libya on 
building the country's civil 
station infrastructure, but 
•stated there -was no ques- 
jod of it breaching "ynfted 
Nations restrictions on tjeal- 
-Qg with Tripoli. -\ 

The company was r^jp Hid- 
ing to a report in: The 
Express, a British nat >nal 
newspaper, which said 5Ae 
was discussing a pos ible 


£6bn ($£L9bnj deal to sell air- 
craft, airports and training. 
The newspaper published 
leaked communications 
between BAe executives and 
Libyan officials. 

Exports to -Libya of avia- 
tion equipment and services, 
as well as arms, are banned 
under UN sanctions imposed 
after the 1988 bombing of 
Pan Am flight 103, which 
crashed at Lockerbie in Scot- 
land. 

Hie sanctions are intended 
to force Colonel Miuunmer 
Gadaffi, the Libyan leader. 


to surrender for trial two 
Libyans accused of carrying 
out the bombing. The For- 
eign Office In London said 
that, based on the informa- 
tion available to it BAe had 
not breached UN restric- 
tions. 

Foreign Office, officials, at 
a 'meeting with BAe in April 
held at the company’s 
request, briefed executives 
on the constraints imposed 
by UN resolutions 748 and 
883. The resolutions did not 
specifically address the issue 
of companies discussing 


post-sanctions trade. Offi- 
cials said the UK govern- 
ment had given no encour- 
agement to BAe to hold 
discussions on post-sanc- 
tions deals. • • 

BAe said two units of the 
company, one specialising in 
airfield restructuring and 
the other in project manage- 
ment , had been involved in 
“talks about talks". There 
had been face-to-face meet- 
ings between BAe executives 
and Libyans. 

The company said: “BAe 
Consultancy Services did 


respond to requests- by an 
intermediary for the Libyans 
about the possibilities which 
might exist on the recon- 
struction of civil aviation In 
that country, if and when 
the embargo was lifted." 

The response wa& about 
“possible further talks 
rather than any detailed dis- 
cussions. BAe is full; aware 
that no business discussions 
are possible with Libya until 
the UN embargo fa lifted," 

the company said. 

It said Sir Richard Evans, 
BAe chairman, would have 


been aware that exploratory ; 
talks were - under way, but 
had no direct involvement. A 
letter from Peter McDonald, 
an executive of BAe’s ' 
Systems and Services divi- 
sion to ' Libya’s director gen- 
eral of civil aviation, was 
published in The Express, 
.BAe’s Bystems and Ser- 
vices division manages 
Britain’s E2£Sm ALYannunah 
defence contract with Saudi 
Arabia. However, there is no 
suggestion that BAe has dis- 
cussed post-sanctions sales 
of anns to Libya. 
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Omagh jbomb may 
herald the end 
for the Real IRA 

Ceasefire hint? at turmoil within the splinter 
terrorist groupwhile experience warns 
against over-eptimism, says Robert Wright 


W ith each freb atrocity 
in Northen Ireland, it 
has bee are tradi- 
tional to expressiopes that 
the victims will e the last 
With remarkabi speed, in 
the wake of «e Omagh 
bombing, hope this time 
p may just conn true - at 
' least as far as jmbings by 
the Real IRA ai concerned. 

Early yesteny morning, 
in the wake of call by Ber- 
tie Ahern, thdrisb prime 
minister, for a ease fire, the 
terrorist sphter group 
announced it as “suspend- 
ing opera ticmswhile it con- 
sidered what do. 

While the csefire may be 
tactical and sued at avert- 
ing the secuiy clampdown 
announced yterday by the 
Irish go vermin t, a sudden 
flurry of actlcy from two of 
those belied to lead the 
organisatio ■ hinted at 
greater tunyl within it. 
Bernadee Sands- 
Vi McKevitt. ser of the IRA 

v hunger strir Bobby Sands, 

telephonedn Irish radio 
programmes say she con- 
demned Sarday’s bombing. 
She told ie programme: 
“We will r condone it. The 

Sheiff 

critiises 

invetigators 

intre.coli 

fatiities 

By Jar Burton in Edinburgh | 

Investors into the e.coli 
food lisoning outbreak in 
^ Scot id that killed 21 
vp peoj-in 299b' and 1997 were 
sevrly criticised in a 
rejx published yesterday. 
Thf.*port also accused the 
buter at the centre of the 
intents of dishonesty. 

.in Barr, the butcher 
£n Wishaw. central Scot- 
ia. who supplied the meat 
tl killed six of the victims 
oie outbreak, is accused of 
tig dishonest in his deal- 
is with environ mental 
llth officials Investigating 
; outbreak. The report 
to said a number of 
. giene measures in the 
£2 iop were defective or non- 
^ dstent. 

The comments were made 
y Graham Cox. she rill prin- 
ipaL who conducted a fata) 
iccident inquiry into the 
ncidents. 

He said environmental 
health officials from North 
Lanarkshire council investi- 
gating the incident “showed 
a total lack of initiative". Mr 
Cox added that they were 
“extremely slaw in obtaining 
even such information as Mr 
Barr was prepared to give 
them, and when givei that 
information did not j react 
competently". 

The sheriff said if Mr Barr 
, had responded “felly and 
i i honestly" to investigators, a 
* 'branch of Scotmid, the 
stores group that regularly 
bought meat from him, 
might have bem traced 
more quickly and rt was pos- 
sible that ihe sujply of cold 
meats that clalnud six lives 
could have been prevented. 

He said before ihe incident 
Mr Barr had oily paid “lip 
service" to environmental 
health officials, md had con- 
cealed the full latent of his 
business. At tte inquiry Mr 
Barr had beei untruthful 
“whenever it stiled him”. 

The sheriff aid there was 
Inadequate trailing of staff 
at the shop, a failure to use 
jf t temperature pobes for cook- 
- - ing raw nice, a failure to 
draw up electing schedules 
to reduce therisk of contam- 
ination at tb premises, and 
a failure fr separate pro- 
cesses reiatig to raw meat 
and cooked neat. 


loss of innocent lives cannot 
be justified." 

Ms Sands-McKevitt and 
her partner Michael are lead- 
ing figures in the 32- County 
Sovereignty Movement, seen 
by many as the political 
wing of the Real TRA. They 
deny, however, that the 
movement undertakes any 
military operations. The 
McKevitts from Dundalk, a 
stronghold of dissident 
republicans, are in hiding. 

Professor Henry Patterson, 
of the University of Ulster, 
sums up the situation faring 
the Real IRA: “I think 
[Omagh] has been terminal 
for them." 

The Real IRA is not the 
only one of the three hard- 
line republican groups to 
have come under pressure in 
the wake of Omagh. Mr 
Ahern yesterday welcomed 
the calls by the Irish Repub- 
lican Socialist Party, the 
political wing of the Irish 
National Liberation Army, 
for an fNLA ceasefire. 
Republican Sinn Fdin, 
widely regarded as the politi- 
cal wing of the Continuity 
IRA, has also expressed dis- 
quiet over Omagh, although 
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PENSION FUNDS, ■ 

Returns on stock market 
investme nts fa ll to 0.5% 

UK pension funds continued to reduce thafr KokflngB ki 
the domestic stock marketaa returns fefl ahmpty in the 
second quarter of T398, according to a leading perfor- 
mance measurement group. • ■ ' * - 

The report by foe WM company found that the avenage 
IK person fiflTd achieved an overall return of jus t 1X5 per 
csntkvthetftree-month period to June 30, down frorn IT 
pei* cant fertile first quarts'. • 

. The-dpwnturn prom p ted John VWtama, WM*s executive 
dfrectov to suggest that the "correctiona that managers 
have been poaitiortng tor over Ihe last ttree yams an 
beginning fr> happen". Several large institution^ investors 
such as Phffips & Drew and Gartmore have shunned t/K 
equities in the past three years, which has contributed to 
thak-underpofonnance fei the period. 

‘ Yasterda/s report based on a survey of more than 
r 1,600. pension funds with assets of £450bn (S743bn) found 
the percentage of foods held in UK equities fatf 0.7 per- 
centage points to 52JJ per cent in the quarter after £2, Sh n 
was removed from thefnarteL TWs represented the 14th 
consecutive quwter of pension fonds reducing their . 
exposure to the UK market Jane Marti ns on, London 

THE ECONOMY 


trisb president Mary M c A l e es e and her husband, Martin, talk to a poke officer after the funerals yesterday in Buncrana, RepubBe of 
Mand, of three bqya from the town, aged between 8 and 12, who were killed «i the Omagh blast in Northern Inland Press Association 


Retail sates rise 

UK retail sales volumes increased by Gj 9 per cent jn Jul y, 
according to the government’s Office for National Statis- 
tics. TIks was more than City of London economists 
expected, although it Was flattered by revised figures 
showing the drop in sates in June to be bigger than early 
estimates emptied- 

The ONS noted That the growth rate in the latest three- 
month period had jumped, but warned that this was 
because strong sates in January had feUen out of ihe three 
month comparison. The underlying trend stifl shows sates 
growth stowing. 

Separate figures showed a 5J5 per cent drop in business 
investment during the second quarter, the largest decSne 
for 13 years. But thefigwesare highly volatile aid the 
decline is largely accounted for by pubBc corporations and 
"other production industries", which indude utilities and 
agriculture. Robert Chote, London 


SQUEEZE Oft EXPORTERS 


there is no news of any pos- 
sible ceasefire. 

Prof Patterson, says the 
Real IRA posed and may still 
pose the greatest threat. He 
said the group, formed by 
malcontents last year after 
an IRA army council meet- 
ing backed the peace pro- 
cess. had had more members 
than the 90 to 100 often 
ascribed to it 

However, the sheer incom- 
petence revealed by the 
Omagh bombing, as well os 
the widespread horror over 


the carnage, is likely to stem 
defections from the Provi- 
sional IRA. Prof Patterson 
and other close observers of 
the paramilitary scene are 
also dismissive of the con- 
spiracy theorists who see the 
Real IRA as the means for 
Provisional IRA and Sinn 
Pein to keep up pressure on 
the British government. 

The unprecedented con- 
demnation of the Omagh 
attack by Gerry Adams, the 
Sinn F61n president, is on its 
own enough to suggest the 


Real IRA has no tacit sup- 
port from the Provisionals. 
But Prof Patterson also 
pointed out that the Real 
IRA's ability to manufacture 
bombs did not necessarily 
suggest Provisional IRA 
arms dumps were being used 
to prepare Rea] IRA bombs. 
“So far the things they’ve let 
off would not require an 
awful lot [of sophisticated 
bomb-making equipment]." 

The provisional leadership 
is believed to have held 
meetings with the Real IRA, 


but in an effort to persuade 
them to call off their cam- 
paign of violence. 

Prof Patterson warns 
against over-optimism. The 
Official IRA, after its cease- 
fires in the early 1970s, was 
still involved in occasional 
punishment beatings and 
robberies. A split In the 
group spawned the INLA. 

Whether or not they call 
themselves the Real IRA, the 
peace process may still see 
further trouble from armed 
dissident republicans. 


Jaguar chief scorns currency complaints 


By Haig Sfenoman 
in London 


Carmakers blaming curr- 
ency developments for their 
woes are today criticised by 
Nick Scheele, chairman of 
Ford’s Jaguar offshoot 

His comments should 
intensify the dispute over 
the impact of the strong 
pound on manufacturing. 

“It is simplistic to say you 
can cut costs by sourcing 
overseas he says. “Any- 
body who says ‘tomorrow 
morning I am going to 
change from a sterling base 


to another currency base* is 
whistling Dixie: they are 
not living in the real 
world" 

Mr Scheele's comments 
follow the decision last 
month by BMW’s Rover sub- 
sidiary to cut its workforce 
by 1.500 and reduce its 
dependence on UK parts sup- 
pliers. 

Rover blamed its moves 
squarely on the pound. The 
company said the currency’s 
strength had hampered 
exports and hurt sales in the 
UK by making products from 
foreign rivals far more com- 


petitive. Rover also said it 
would have to move busi- 
ness away from UK suppli- 
ers. which account for more 
than 80 per cent of its 
annual £3.5bn parts 
bill, to cheaper sources else- 
where. 

In an interview in the lat- 
est Issue of Supply Manage- 
ment magazine, Mr Scheele 
says: “l fall to understand 
what many of these pro- 
nouncements are about. 
Anyone in my experience 
who chases currency is 
going to get burned, because 
the one thing you know is 


that it is going to have a 
different value to your fore- 
cast and it may even be in 
the wrong direction". 

Rover's move sparked a 
sharp political debate. The 
government says Rover - 
and other manufacturers 
which have resorted to 
lay-offs - are doing so 
because of poor productivity 
rather than the strong cur- 
rency. 

• The car industry is pre- 
paring to mount a £l2m 
lobbying campaign against 
the government's “greener" 
transport policies, according 


to a leaked internal 
document obtained by 
Friends of the Earth, an 
environmental pressure 
group, our Transport 
Correspondent writes. 

The document from the 
Society of . Motor 
Manufacturers and Traders 
described the government as 
“no friend of the car, though 
tt claims it is not anti-car." 
The SMMT refused to 
comment on details of the 
leak but said: "We have been 
conducting campaigns since 
1902 to serve our members' 
interests." 


Machine group proteste 

Bonas Machine, a north-east England manufacturer of 
weaving machines which exports 90 per cent of its output, 
said yesterday it was to lay off up to 100 workers - nearly 
a third of Its workforce - unless other cost savings could 
be found. Bonas Warned the strength of the pound for its 
decision, saying it could no longer compete with its man 
competitors in France and Germany.. 

Jeff Gosling, its managing director, said he was bitterly 
disappointed that despite efficiency gains Bonas could not 
co mpe te on price whh^ompetihvs. "They now have a 
25-30 per cent price advantage because of the pound’s 
rise,” he sakL . . 

The north-east has suffered a series of setbacks in the 
past month, inducting the amouncemant by Siemens, the 
electronics company, that it wffl dose its semiconductor 
factory at the end of the year with the loss of 1,100 Jobs 
unless a buyer is found. Sheila Jones, Manchester 


SCHOOL EXAMINATIONS 


Slowdown in rising pass rate 

The pass rate in A-level examinations has risen by the 
smallest margin for more than 10 years, signaling that the 
government has finally tackled "grade inflation’. A- level 
results determine school-leavers' chances of ent e r ing uni- 
versity. This year's A-ievaJ students have recorded the 
highest pass rate in the examination's 47-year history, with 
87.8 per cant achieving at least an E grade, according to 
provisional figures. But this rise of just 02 percentage 
points - or 0.7 percentage points using unadjusted figures 
- is the lowest increase since the mid-1 980s. David Hart, 
general secretary of the National Association of Head 
Teachers, said the results “destroy the fallacy that 
standards are falling". Simon Target!, London 


Top City regulator sets out 
consultation programme 


Watchdog to investigate 
dispute over digital TV 


i wnw pwtig md 


By Jane Martinson, 
investment Correspondent 

The Financial Services 
Authority, the new super- 
regulator for the City of Lon- 
don, yesterday sketched out 
details of Its new structure 
and announced an 18-month 
programme of consultation 
to fill in the gaps. 

The FSA will publish 28 
consultation documents cov- 
ering issues Including over- 
all standards, authorisation, 
supervision and enforce- 
ment. Howard Davies, chair- 
man, said yesterday's docu- 
ment gave an overview of 
how tbe authority would 


operate* following last 
month's publication of the 
government's draft financial 
sendees bill. 

He set out to reassure City 
institutions which have 
aired concerns about the 
powers of the new authority. 
Control would be exerted by 
regular reports from a new 
consumer panel and practi- 
tioner forum as well as par- 
liament. 

Mr Davies and his team 
stressed the importance of 
consumer protection. Phillip 
Thorpe, head of authorisa- 
tion, enforcement and con- 
sumer relations, said he 
planned to conduct pilot 


“town hall meetings" before 
next April. This system, 
used by the Securities and 
•Exchange Commission in the 
US. is designed to increase 
awareness about financial 
matters. 

City observers welcomed 
yesterday's publication hut 
said there were stcU many 
questions to be answered. 
George Staple, the former 
head of the Serious Fraud 
Office and now a partner at 
Clifford Chance, the law 
firm. said*. "I remain con- 
cerned about the human 
rights aspect of this regime." 

Lax, Page 18 


By Cathy Newman in Loudon 

The Office of Fair Trading 
has mounted a preliminary 
investigation into a refusal 
by ITV, the UK’s main ter- 
restrial commercial televi- 
sion network, to supply its 
channels to British Sky 
Broadcasting’s 140-channel 
digital satellite service. 

The OFT has responded to 
a complaint about ITV’s 
decision to withhold its 
channels from satellite net- 
work BSkyB’s digital ser- 
vice. to launch in October. 

ITV has refused to pay 
BSkyB to encrypt and 
decode its signals, and says 


its main channel and new 
ITV 2 digital channel will be 
available only on digital ter- 
restrial and cable television. - 

BSkyB has complained 
that ITV is withholding pub- 
lic service channels to bene- 
fit On Digital, the terrestrial 
pay-TV group owned by two 
of the biggest ITV compa- 
nies. On Digital’s 15-channel 
service launches in the 
autumn in competition with 
BSkyB's offering. 

The OFT said: "We are 
looking at the ITV issue 
under competition rules 
after a complaint." BSkyB 
has met with tbe Indepen- 
dent Television Commission, 


the television watchdog, 
about ITY's stance. How- 
ever. the rrC has decided it 
cannot force ITV to join 
BSkyB's digital service. 

Richard Eyre, chief execu- 
tive of ITV, said: “We’U 
co-operate with the OFTs 
.enquiries, but we’re encour- 
aged by the fact that the 
same enquiries undertaken 
by the ITC and the DCMS 
have not ted to any concern 
about our position." 

BSkyB said: "Tt must look 
odd to all regulators that the 
BBC. Channel 4 and Channel 
5 have all decided to be 
broadcast on all digital plat- 
forms, and ITV has refused.'’ 


Motorcycle buyers drive the parallel market 


Sales are growing at 30% but officially 
franchisGd dealers are not reaping the full 
benefit of the surge, writes Rohit Jaggi 


Sales of new motorcycles are 
surging in the UK. “The 
market has been growing at 
30 per cent for the past few 
months," says David Dew of 
Honda UK, tbe official 
importer. 

But franchised dealers are 
not reaping the full benefits. 
Independent importers claim' 
they supply about 30 per 
cent of new motorcycles sold 
in tbe UK - and the propor- 
tion is even hlgber among 
high-value, high-volume 
larger-capacity bikes. 

There is even a long-stand- 
ing magazine. Grey Bike, 
which caters for buyers of 
all unofficial Imports. 

The Industry distinguishes 
between "grey” and “paral- 


lel" imports. Grey bikes are 
secondhand machines 
sourced outside the UK, 
mostly from Japan and the 
US. as well as models not 
officially Imported Into the 
UK. Parallels are UK-listed 
models but brought in side- 
stepping the official UK 
importer. 

"We’re supplying the same 
motorcycles but at a lower 
price," says Paul McDonnell. 
sales manager of Wheels 
International, which 
switched from official fran- 
chises to parallel imports 
when buyers realised that 
official prices meant they 
were paying far more than 
buyers in mainland Europe. 

Mr McDonnell, who was 


selling official Triumphs 
alongside parallels until he 
dropped tbe British bike 
franchise this year, says: “It 
was more and more difficult 
to sell UK bikes - 90 per cent 
of inquiries were for paral- 
lels because of the price." 

This year’s Honda 900cc 
Flrebtade, the biggest selling 
new bike between January 
and end-July at 2.440 units, - 
is listed by Honda UK at 
£9515 ($15,700) on the road. 
The official price, in the 
Netherlands is the equiva- 
lent of about £7,000. but 
Wheels sells a Flrebtade that 
differs from the UK model 
only in having a speedome- 
ter marked in kmh instead 
of miles per hour for £6,699. 
Other dealers in parallels 
offer Fireblades for as little 
as £5,909. 

Official importers have 
been forced to fight back. 


Honda offers dealers a £3,000 
bonus on Fireblades. "We 
want to sell bikes through 
our own channels,” says Mr 
Dew. “so we help dealers put 
together a package.” This 
means it is possible to buy 
an official Flrebtade for 
about £7,000-27,500, accompa- 
nied by a two-day rider 
training programme. 

Other manufacturers have 
also cut prices or added 
value with cheap finance 
and free insurance. 

Motorcycles are not sub- 
ject to the same importing 
restrictions as cars, and 
most parallels are sourced in 
mainland Europe, covered 
by ever-converging EU 
vehicle regulations. 

The seven-montb-old Asso- 
ciation of Parallel Importers 
aims to reassure buyers that 
independents are run to the 
same standards as fran- 


chised dealers. “It puts the 
industry on a professional 
footing," says Jack Glover, 
the association’s chairman, 
“and weeds out the people 
who sell bikes still in' their 
crates with no back-up." - 
Mr Glover runs Granby 
Motors, which is both a 
retailer and a wholesaler of 
unofficial imports. "1 was 
the first to start Importing 
■ seriously two years ago,” he 
says. “Previously I had been 
exporting excess official UK 
stock to the Continent [of 
Europe]. Then the tables 
turned and the official 
importers didn’t like it” 

His Honda, Yamaha and 
Suzuki franchises were with- 
drawn. But since then,, he 
says, he has done more busi- 
ness at 5,000 units than in 
the previous 10 years. 

Granby also imports direct 
“from Asia". Mr Glover says: 


“I buy forward orders for 
factory production six 
months in advance - I have 
a shipment of UK-specifica- 
tion Fireblades just arrived, 
identical to official imports, 
which l am selling for about 

£6,400 cash." ’ 

Official importers admit 
they can do nothing to stem 
the tide of parallels. They 
stress the importance of a 
• direct route for safety 
recalls, but Mr McDonnell 
says his customers received 
a recall notice on their. 
Suzuki TL1D00S models' 
-before official bike buyers. ■ 
Independent importers say 
. their machines have expan- 
ded- the market “I have 
people coining in and saying 
‘Fve always wanted one of 
these but couldn't affbrd lf,” 
says Mr Glover. "Now, with 
£1,000 to £2,000 Off the offi- 
cial price, they can." 
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MANAGEMENT & TECHNOLOGY 


INTERVIEW RENZO ROSSO, DIESEL 




A hipster 
on jean 
therapy 


Life and work are 
inseparable for the 
chairman of the 
Italian clothing 
company, writes 
Alice Rawsthom 

Few businessmen 
P would All a memoir 

of their life and work 
with snapshots of their first 
snowboarding lesson or the 
recipe for a favourite pasta 
dish, but Renzo Rosso does. 

He believes snowboarding 
with his children and whip- 
ping up aubergine pasta 
sauce for friends are impor- 
tant to the development of 
Diesel, the Italian clothing 
company he owns and runs. 
Indeed, he considers such 
activities as important as 
conventional corporate mile- 
stones, such as opening the 
company's first New York 
store, or selling its six mil- 
lionth pair of jeans. 

Diesel’s chairman is one of 
those entrepreneurs whose 
personal and professional 
lives are inseparable. The 
snowboarding debat inspired 
the launch of the 5S-DSL 
sportswear range and 55-DSL 
football team for which Mr 
Rosso plays. Chatting over a 
pasta dinner, meanwhile, is 
his favourite way of ending a 
working day at Mol vena, the 
once sleepy village in the 
Veneto region of northern 
Italy where Diesel is based. 

So far, the formula has 
worked. Diesel has become 
an internationally recog- 
nised youth brand with 
annual sales of more than 
LSOObn (5237m) without for- 
feiting the hip ethos that 
feels its commercial success. 
Mr Rosso, who. at 43, looks 
like a New Age wizard with 
a mop of peroxide-tipped 
curls, is embarking on the 
second stage of his compa- 
ny’s development with an 
aggressive retail expansion 
programme, which may 


involve taking Diesel public. 

He stumbled into feshlon 
by accident. After toying 
with various teenage money- 
making schemes - from 
breeding rabbits to playing 
rock guitar - Mr Rosso 
enrolled on a clothing pro- 
duction course at his local 
technical institute in 1970. “I 
had to do something." he 
recalls. “And it seemed as 
good a choice as anything 
else.” 

After college, he was 
offered a job at one of the 
Genius Group clothing com- 
panies. owned by Adriano 
Goldschmied. in the Bassano 
del Grappa area of Veneto. 
Three years later, he 
launched a new jeans label 
for Genius, and called it Die- 
sel “because it’s one of the 
few words pronounced the 
same In every language”. 

By 1985, Diesel mustered 
annual sales of j fim , and Mr 
Rosso bought it from Genius. 
The company expanded 

Diesel - because 
‘ifs one of the 
few words 
pronounced the 
same in every 
language’ 


steadily in the late 1980s, but 
its growth accelerated from 
the early 1990s, thanks 
largely to a series of self- 
consciously silly parodies of 
traditional fashion adverts 
devised in collaboration with 
Paradiset, a Swedish agency. 

The same jokey ethos per- 
vades every other aspect of 
Diesel: from its pedal push- 
ers and baggy jeans, to the 
plastic Dalmatian sculptures 
in the foyer or its headquar- 
ters. Everything Diesel does 
is intended to appeal to 



Rosso: ‘Customers need to know there's be something new* 


young consumers regardless 
of nationality, because Mr 
Rosso defines its custom eas 
in attitudinal terms, rather 
than conventional factors 
such as age and geography. 
“A group of teenagers ran- 
domly chosen from different 
parts of the world will share 
many of the same tastes." he 
wrote in his memoir. 

Diesel's staff is equally 
cosmopolitan. Mr Rosso 
scours the world far design 
graduates to work in Mol- 
vena. “It’s fine now, but the 
locals didn't know what to 
make of us at first," he 
admits. 

“All these kids with purple 
hair - they thought they 
were extra-terrestrials.” 

Fashion companies con- 
stantly need to reinvent 
themselves, and the recruits 
provide a flow of fresh ideas. 

Like Nike and Gap. Diesel 
tries to formalise the process 
of revitalising its stores. 
Every six-monthly collection 
is divided into six segments, 
each of which is shipped to 
stores at the start of a 
month to be sold at full price 
for six weeks and then dis- 
counted. “We’ve learnt a lot 
from operating our own 


stores,” says Mr Rosso. “Our 
customers need to know 
there’ll always be something 
new to buy.” 

Diesel is continuing to 
develop new collections, but 
the main thrust of its future 
development will be the 
international expansion of 
its 25-strong chafe of stores, 
now mostly in Italy, the US 
and UK. 

Conran Design Group, the 
London-based retail consul- 
tants, Is advising Diesel on 
where to locate the stares 
and how to execute the open- 
ing programme, but its own 
team will dominate the 
design process. 

“We need to be more pro- 
fessional in the way we open 
stares, and CDG can help us 
with that," says Mr Rosso. 
“But If you buy in creative 
Ideas from consultancies, 
anyone else can buy them, 
too." 

This autumn, Diesel will 
decide how many stores to 
open and how to finance 
them. "If our investment 
programme is very strong 
we may go public," says Mr 
Rosso. "But well open a few 
stores first as a test - we re 
not crazy." 
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At IMD, you learn how to 
make things happen” 


Frank Gaiuppo 
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These three executives bom Lucent Technologies 
attended Leading Corporate Renewal at IMD to help 
them take advantage ot the rapidly changing business 
environment around them, ft’s a two week program 
that starts with the importance of linking change to 
value creation in support of business strategies. And 
then helps participants understand how to mobilize 
their organizations and get the commitment needed to 
master ongoing change. Participants develop and 
benchmark their action plans in workshop sessions. 

IMD programs ad share one great strength. They 
combine the opportunity of interacting with a highly 
qualified faculty, many of whom are recognized leaders 
m their field, and working with a very diverse mix ot 
international participants. 


It makes for a powerful learning experience. IMD has 
been among the leaders in executive education for 
more than 50 years; our high standards are recognized 
in the business-school ratings of both Business Week 
and US News & World Report. 

Our world-wide network of over 30,000 alumni 
indudes the senior management of some of the 
world's most successful companies. 

If you want to capitalize on your leadership potential 
and give your company a competitive edge, you 
should carefully consider attencfing one of the fotowing 
management programs at IMD, the world’s most 
international business school: 


Accelerating International Growth 

Makng < vw<k iivgugh 
SLvfing flaws 

Nov T6, 1998 or Nov 22, 1S93 


leading Corporate Renewal 

Creating wl managsig stratey? change in&ativfls 
Swng dales 

Aug 24. 1998 or Aug 30. 1999 


Mobilizing People 

Mcfotang human latent to meal corporate otqectr/es. 

Smarting lOJei 

Sep 27. 1998 w May 30. 1999 


Leatfing the Family Business 

Cotcai esues rt managng tamfly-owned Duaness 

Surfing dales: 

Oct 4, 1998 or May 9, 1999 

Orche s trat in g Winning Perf orm ance 

iMO’s blest Ihridng an hey management issues 
Stamg (fetes: 
Jun 24. 1998 or Jun 30, 1999 


IM) 


Real World. Real Learning 


Please contact Ms. F. W. Viechoud ai me International Institute for Management Dewetapment, Lausanne. Switeriand. 
Tel -*41 2 1 .* 61 8 03 42 Fax: *41 21/618 07 1 5 E-mail: mfo&imd.ch Website: mtpi/.'www tnd.ch 
Ms. Vuchoud would iso be pleased to rttotm yaj about WTO's MBA and Executive MBA programs. 


GROWING BUSINESS GERMANY’S MfTTELSTAND ‘ 







of style and substance i 

Market listings, outside managers and open -aria.. in the Mitteisia. 

transforming the family-controlled sector, says. Ax^drew Fisher . • 

20 “Without the b r«nn E the most dynamic .Neuar- Markt has been dptf.or grandchildrenie 
AfltteJstand, Germany companies and those most ’ helped, by fee steep rise in u iwQling or enable to. fofe? 
X - would be an eco- exposed to European and German- share, prices gener- -‘in JpeSr footsteps. Brin|g 
noinic desert," arid Rudiger ■ global 'competition, tradi- ally and 'the Increasing in jaotside managers Is b- 
Latzlg, head of the country's tional ways of thinking are awareness ‘among investors ai f a traumatic step g 
young businessmen's associ- being shed. Managers are of the ^attractions of equity esposingfee company to $ 


ation, in a recent tirade 
against political inaction and 
stultifying bureaucracy. 

His provocative' comment 
was sparked by Germany’s 
high taxes and social secu- 
rity levies, Its thicket of 
rules and regulations and 
the creaking pension system. 
But it was also a reference to 
the job-creating potential of 
the Mittelstand - loosely 
defined as businesses with a 


now considering how best to 
expknd, develop products, 
and conquer new markets 
while' keeping dawn costs 
and- obtaining capital ae 
cheaply as possible. - 
Berad Thiemann, chair- 
man of JDG Bank, says about 
1,600 iffitelstand companies 
are considering flotation, 
'though not all will ta ke this 
step. “There is a new curios- 
ity among the Mittelstand 


investment . diclpltnes of the capit 

. “Ma^y Mittelstand busi- . m rket can reassure fenn.fi 
nossmen ribw 'realist 'how' swreholders that perfei 


many assets and how much 
wealth they have," Mr Thie- 
mann says. 

. A changing relationship 
with their banks has also 
played its ptirt In fee-past 
these - companies relied, 
mainly on hank financing 
and shunned outside invest-, 
ment TUs left many with 


mince will be monitors 

pis a beneficial pres? 
site," says Brun-Hager^ 
Hanerkes, a professor afi " 
Stutgart university and ad' J j 
export on family-owned com-’ * 
pantet "The capital market I 
exerts a controlling influ- \ 
enceThe sort of equity cul- 1 


turnover between DM25m about going to the stock inadequate equity- capital, tine feat has existed for 1 


market that needs to be 
enco u raged." 


and DMlbn that are 
famOy-controIled - at a time 

when big companies are cot- 

ting employment The Mit- ' .. 

telstand accounts far TO per SGBlOnS 3 listing 


while the .banks became 
exposed to risks when fee 
economy weakened. ■ 
Bankers are now keen to 
shift more towards fee- 


decaes in the US and 
Britan is fairly new in 
Germriy.* 

He relieves that many 
thouspds ' of companies 


cent of German employment, 
nearly half of business turn- 
over and 80 per cent of 
apprentices. 

Mr Latzig’s complaints are 
widely shared among the 
Mittelstand. However, many 
have decided to forget the 
government's inability to. 
improve their lot, though 
reforms might speed up after 
next month’s general elec- 
tion. Instead, they axe con- 
centrating on the restructur- 
ing and Innovation needed to 
survive in today's competi- 
tive environment, wife the 
more far-sighted also assess- 
ing the likely Impact of the 
euro. 

This new generation of 
managers shows,- several 
characteristics little in evi- 
dence among the founders of 
Mittelstand businesses. 
Today's executives tend to 
be more open mid communi- 
cative; more adept at foreign 
languages - especially 
English: have a better under- 
standing of modern manage- 
ment and financial tech- 
niques; and are keener to 
make use of the capital mar- 
kets. -As a result, much of 
the Mittelstand is undergo- 
ing a rejuvenation. 

At fee same time, fee eco- 
nomic outlook has improved, 
exports have shot ahead and 
wage costs have been 
curbed. More than 60 per 
cent of Mittelstand compa- 
nies are positive about their 
current performance and 40 
per cent see an improvement 
in coming months, said a 
recent study by DG Bank. 

The bank also perceives a 
greater w illi n gne ss by com- 
panies in the Mittelstand 
sector to consider share 
issues on the stock market 

Clearly, this does not 
apply to all Mittelstand busi- 
nesses. Many, especially in 
the hard-hit construction 
industry, are struggling. But 


means 


earning activities such as could fcome ready for the | 


overcoming a 
deep-rooted ' 
dislike of publicity 


An Important stimulus ^ 
come from the successful 
Neuer Markt (new market), 
formed in Frankfort last 
year to attract young, inno- 
vative and mainly high-tech- 
oology companies. “This. is a 
new phenomenon," says Her- 
mann Simon, a consultant 
whose book. Hidden Champi- 
ons, focused on tittle-known 
companies wife big market 
shares fo specialised sectors. 


securities business, corpo- 
rate advisory work and asset 
management and away from 
traditional lending where 
margins have become fern. . 

Seeking a listing means 
overcoming a deep-rooted 
iHsMkB of publicity, however. 
Once accustomed to giving 
even their closest bank 
advisers no more than a cur- 
sory look at them accounts, 
those wanting to tap this 
market must publish com- 
prehensive financial details, 
talk to. investors and ana- 
lysts and face shareholders. 

This w illing ness is more 
apparent among the young, 
energetic companies that 
have joined the Neuer 
Markt But many other busi- 


stock market in coming 
years. 

Howrer, the Neuer Markt . 
is not stable for all types 
of comply, while fee majn 
stock estrange is too daunt- 
ing iormany Mittelstand 


“1 never thought a year ago- nesses in manufacturing, 


that the Neuer Markt would 
take off so explosively.” 

So for. more than 40 com- 
panies have been listed on 
this market, many seeing 
their share prices soar. The 


consumer goods, retail and 
other areas also feel the need 

to open op, especially as 
foundenowners give way to 
the next generation. 

The succession, problem is 


-Hencefee rise in private /. 
equity, tep in the heart of fz 
Mfttelstnd territory, ~ 
Stuttgartased Baden-WQrt- 
tembergbhe Bank, which 
has mantWustrial compa- 
nies am<g . its . clients, has 
provided iMTOQm of equity 
capital tobcal businesses in 
the past far years. 

Frank Rntzeler, its chair- 
man, says&mlly sharehold- 
ers. welcofr-feis approach. ' 
“It puis pBsure on manage- 
ment to ea better returns." . 
Foreign has and funds are 
also .activei private equity. 

.. Germany Mittelstand ' 
may have V problems, hut 
there are jzes to be won 
for Invest o*who look. 
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TECHNOLOGY WORTH WATCHING 


Bacteria link 
found between 
heart disease 
and pneumonia 

Scientists In the US have 
revealed "the strongest fink 
yet” between heart disease 
and a bacteria that causes 
pneumonia. 

A study reported In 
Circulation, the Journal of 
the American Heart 
Association, provides new 
evidence about the 
relationship between the 
bacteria Chlamydia 
pneumoniae and heart 
disease, although it does not 
provide actual proof that the 
bacteria is the cause of the 
heart disease. 

The researchers from the 
Johns HopWns University 
School of Hygiene and 
Public Health and elsewhere 
say their study Es the first to 
show that individuals were 
Infected with the bacteria 
before there was any 
evidence of heart disease. 

The researchers studied 
56 individuals who had died 
In accidents. They compared 
the levels of bacteria in 
deposits on axonary 
arteries with the bacteria in 
blood samples that had . 
been taken long before the 
individuals' deaths. 

American Heart A ss oc i atio n: 
US. tel 214706127$ ; 
www.americsihean.org/ 

Solar carpet 
to swejl harvest 
for wine growers 

French scientists have 
designed a “solar carpet” 
that fits beneath vines and 


helps grapes ripen. . 

The covering, which Is 
made of aluminum strips 
woven In a mesh of 
polyethylene threads, is 
reflective, permeable to rain, 
rot-resistant and robust 
enough for tractors to run 
over It 

The covering, called 
Vitaxso), has been found to 
reflect solar radiation and 
increase the temperature 
inside the grapes by 1-Z°C. 
Early trials showed that 
yields improved by between . 
5 and 25 per cent and 
alcohol content Increased by 
1-1.3 per cent 

The studies conducted by 
Inra, the French agricultural 
research institute, also found 
that the covering reduced 
the need for pesticides and 
herbicides by inhibiting 
pests and weeds. 

The researchers think the 
covering could be . . 
particularly useful to organic 
wine-growers. Some ■ 
horticulturists are 
considering using It to 
enhance the colour and 
scent of roses. 
fma: France, tef 409612460; . 
tex 499612857. 

Space age 
insulation 
for the home 

Nasa is adapting a material . 
developed lor the space 
shuttle to make extremely J 
efficient insulation tiles for • 
refrigerators,' furnaces and 
Squid gas containers. 

The tfles have a substance 
known as aerogel mixed Into' 
their air spaces, which gives 
them insulating properties 
up to 100 times greater than 
existing materials. 

Aerogel, which is 


sometimes known as "solid 
smoke”, is made from 
materials such as sflJca and 
alumina. It has vary good 
insulating properties 
because air flowing through 
a t3e is almost entirely 
blocked by the aerogel. The 
tiles can be made into 
different shapes, providing 
me cha n i cally tough 
super-insulation for uses 
such as catalytic converters 
for cars or refrigeration units. 
Nasa: US. td 6506045026; 
httpUl 

www.nctnJiq.nasa.gov/ 

New research 
on stress 
and memory 

It is wbD known that stress 
affects people's memories 
by making ft harder- to store 
newly acquired information. 
But stress also makas ft 
harder to recall information 
from the memory,' according 
to research pubSshed in 
today’s Nature, the 
International science journal. 

Researches at the . 

University ofCahfomia, 
frvine, demonstrated that 
there was a link between a 
stressful event, a put® of 
glucocorticoids - the 
hormones produced in 
response to stress - and the 
disruption of memory. 
University of CaBfomla, 

Irvine: US, tef 7143245250- ' 
fax 7148242952. 

Safety idea 
gets off 
the ground 

A stronger, faster and more 
versatile wing than 
conventional types has been 


developed for paramoing. 
paraglkfing and trike ftg, * 
writes Michael Sfotey. 9 
claimed to be far more 
stable than available tya. 

Called Reflex, the wir 
has a flap built into Its *pe 
so that the payload is n. 
longer ths only stabilisln ” 
factor. The result is claim 
to be a safer, more effiefr 
wing capable of relatively 
high-speed flying - up to 
70km/h (45mph). 

In normal paragHding 
wings the weight of the pi 
and any forward driving 
device, typically an engine 
and propeller, stabilises tlx 
wing during flight 

In the Reflex, when the 1 
flap is raised, the lifting arts 
Is cut by 30 per cent which 
moves the centre of 
pressure forward, Improving 
stabffity. This redistributes - 
the loading, helping to I 
prevert “tucking", the 
tendency of a flexible wing £ : ., 
to fold up - a potentially 
dangerous condition In 
paraglidng wings. 

Whan more lift Is required \ ■ 
at tower speeds, the flap is < 

pulled dewn by the pitot to I 
restore tie fuH lifting area of j 
the wing. ' 

The nev method of 

constructbn also allows a 
unique system of “gjite" for ' 

internal verting, for air to 

flow insideme wing when 
and where the Internal 
pressure ismost needed. 

Refl * *">9 can cany 
the tfree-vneefer devices 

kno wn as t&es that wetah 
■up to 360kgwfth a pfltrtand 
paramotor a payload. It 
was deslgne} by Mike ■ 

Parag«<*ig ontre In Wales' 

and has buiftiiany bang 
gndecs and rforotlghtB. 

Vanessa fender 
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THE x FILES HITS the big screen 


THE ARTS 


An alien conspiracy 


Nigel Andrews feels outflanked by in-jokes 


There is a large nomadic 
subgroup in the west, of wham 1 
am one. who wander in and out 
of sitting-rooms whenever The X 
Files is on. Curious about the 
sci-fi series but unaddicted, we 
bring kindly cups of tea to devo- 
tees. Whenever we come in the 
screen is glowing like a miner 
meteorite and someone called 
Mulder, who looks like a minia- 
turised-for-TV Kchard Gere is 
exchanging gobbledegook with 
someone called Scully, who looks 
iike a 1940s ftbrn noir heroine who 
hasn’t caught up wjth the no- 
makeup look. ■ 

Sometimes we come in the 
screen is going mildly berserk. A 
slavering mutant; bent on 
destroying America is menacing 
Scully, possibly asking directions 
to Washington DC. Or a swarm of 
genetically engineered ldller bees 
is swirling towards Mulder, 
threatening to muss his hair and 
sangfroid. 

It is a nice series but also, evi- 
dently, daft. Now comes the 
movie and this we critics cannot 
wander in and oat of. Unlike The 
Avengers, happily, its ex-televi- 
slon August stablemate, it is 
watchable, if hardly memorable. 
The effects are good, the action 
brisk and for droll cross-talk 
David Dtichovny (Mulder) and 
Gillian Anderson (Scully) per- 
form Fiennes and Thu rman off 
the map. 

I still wonder, though, as with 
the teleshow, who it is far and 
what it is all about. I do not- 
mean the plot; that is about inva- 
sive aliens getting undo- people's 
skin, literally, and threatening to 
colonise the world. They hatch 
inside human hosts, creating hor- 
rible scenes of 15-certificate 
squishiness. Our FBI duo dis- 
cover vital evidence, dating back 
to North Texas in 35,000 BC (sic), . : 
which proves that it is all a giant 
conspiracy. 

But then what, in screen drama 


these days,- Isn’t? And why 
should spectators care any lon- 
ger? We are sorely numb by now 
to movie-peddled news that 
people occupy the FBI, CIA and 
other alphabet-soup cabals,' or 
that the leaders of the free world 
are corrupt,, mad and in the 
wrong person's pocket Perhaps 
we prefer It to the iynw! truth, 
that they are decent, sane and in 
the wrong person’s panfa; 

Mulder and ScuQy run around 
for two hours delivering funny , 

poker-faced dialogue. At least I 

assume it is a joke when ScoHy 

THEX FTLES : 

Rob Bowman 

GADJ0 DLoT**" '*!*. ~ " 

Tony fiaffif 

LEBOsaj 

Philippe do Broca 

THEm0F‘SijFF‘ 

Simon Donald 


tells Mulder “I left behind a 
career in medicine because I 
thought I could nrako a differ- 
ence”, or when Mulder tells, 
Scully "You made me a whole 
person!" On television they 
apparently never get romantic. 
Here they almost kiss during a 
tender moment in a bunker, but 
are interrupted by a bee. 

I frequently felt oufianked by 
in-jokes. There are dearly allu- 
sions tailored for X4es, just as 
Star Trek is tailored for trekkies, 
though I did catch the rude 
riposte to Independence Bay. 
That movie is punished for its 
dismissive one-liner about The X 
Files series by having Mulder uri- 
nate against an alley wall plas- 
tered with a peeling ZD poster. ’ 

So complex is love-hate incest 
in modern Hollywood, though. 


that the new film ends up borrow- 
ing from the earlier one .to the< 
tune of one large deus-ex-mach- 
ina ctimav - 1 shan't reveal it Let 
os just say that Mulder and 
Scully are on a blinding white 
glacier somewhere, minding the 
world's business, when an object 
the size of Times Square rises 
and hovers over them, threaten- 
ing to crash then between crust 
and core. Here is a due. It isn't 
an oversized iceberg; it isn’t a 
swarm of killer bees; and it isn’t 
a giant contract for X Files 2: The 
Paranoia Continues . though in a 
thin summer this movie will 
doubtless perform well enough to 
spawn that one. 

Tony Gathfs Gadjo Dilo is a 

shocking, exasperating, wonder- 
ful celebration of gypsy culture. 
It shocked one leading London 
critic into gf-flUting out in mid- 
press show. He was presumably 
offended either by the dialogue - 
which includes such far-out 
exhortations, undreamt of even 
in these days of scandal-reporting 
bom high places, as "Bat my 
cod: with polenta” - or by tbe 
foregrounding of the gypsies as 
riotous main characters rather 
than b a ckgro u n d colour. 

The plot is rudimentary. Hand- 
some, dishevelled .young Parisian 
(Roma in Domfs) trudges towards 
snowy Romany village, not for 
from Bucharest, searching for a 
gypsy folk singer whose record- 
ing dad loved on his death bed. 
The boy no sooner sets frayed 
sneaker on local police station 
door st ep than he is whisked off 
by a drunken old m«n — played 
like a human sirocco by <~>np of 
many non-professionals, Izidcr 
Serban - and then all but 
adopted by the gypsy villagers. 
He stays; falls for a girl (Boua 
Hartner); goes on Serban’s music- 
making sorties; is there when a 
posse of genocidal thugs torch 
the village. 

The movie is a piece of shame- 
less special pleading. Gatlif, an 
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Mndng the world’s business; David Duchovny and GfiBan Anderson in 'The X Flos' 


Algerian-born Paris-schooled 
filmmaker of gypsy origin, did 
the same in two earlier movies, 
notably his majestic debut Les 
Princes. But his work is not just 
partisan; it is quirky, comical, 
wild and arhythmic. and it won’t 
convert tbe prejudiced. 

Yon never know if you are 
watching National Geographic 
ethnography or stark mad extem- 
porisation. (Do gypsy woman 
actually scrub their hair with 
flowers after a shampoo?) And 
his characters behave as if they 
have never heard the word inhi- 
bition. They swear, weep, rage or 
laugh according to the spiritual 
barometer reading of the 
moment. It hardly matters, ulti- 
mately, whether Gadjo Dilo is a 


realistic picture of gypsy life. It is 
a Golden Age fresco of life before 
tbe fall: before man and woman 
fell, for all the best and most 
civilised reasons, into tbe long, 
deep oubliette of emotional dis- 
honesty. 

Take Le Bossu (The Hunch- 
back). Here everything is formal 
manners, fine-bone epigrams and 
violence sleeked into the artifi- 
cial ballet of the duel. Revisiting 
a twice-filmed novel by Hugo 
contemporary Paul Feval, vet- 
eran swash-and -buckle director 
Philippe De Broca piles on the 
wigs, furbelows and bans mots - 
and, to credit Mm , tbe action. 

Evil count Fabrice Luchini 
engages the wrath of freelance 
swordsman Daniel Auteuil, 


whose speciality is the rapier- 
wrought frontal lobotomy, while 
wronged heiress Marie Gillain 
gasps prettily from the wings. 
The speed of tbe dering-do out- 
wits the sense of dij& vu, and the 
age-mismatched romantic 
is something surely only tbe 
French ctmld carry off, heedless 
of cries of "Paedophilia!* 

The Life Of Stuff, written and 
directed from his own play by 
Simon Donald, has a hypnotic 
awfulness. To judge by tbe 
accents, tbe setting is Glasgow or 
its twin city in HelL Six charac- 
ters in search of a characterisa- 
tion rage, yell, vomit or solilo- 
quise while the dialogue bints at 
a gangland backstory and the 
camera behaves with all the 


panache of a nervous guest at the 
wrong party. Only Trainspot- 
ting's Ewen Bremner, stripped to 
the underpants and gibbering, 
still manages to give a perfor- 
mance in a different class from 
everyone else’s. 

London’s Barbican cinema 
offers a connoisseur festival of 
Hollywood B-movies starting 
tomorrow. The titles alone will 
give you the flavour 77je Ting ter, 
Cat Women Of The Moan. The 
5.000 Fingers Of Dr T. A Bucket 
Of Blood . . . And the season’s 
poster, featuring a chubby-fea- 
tured, thick-maned gentleman- 
ogre whispering something in the 
ear of a frightened girl, will allow 
us all to get the last possible 
White House joke off our chests. 


THEATRE IN EDINBURGH 


Played to perfection 


Friend sacrificed for fiction 


How curious to see plays as 
dissimilar as Liz Lochhead’s new 
Perfect Days at the Traverse Theatre 
and then, six hours later at the 
Royal Lyceum, Pedro CaMertim de la 
Barca's Spanish Golden Age master- 
piece, Lffe is a Dream. Perfect Days 
is the kind of up-to-date lifestyle 
comedy _(about a celebrity hair- 
dresser who wants to have, a baby) 
that would never be presented by 
the official Edinburgh festival; paid- . 
ertn’a baroque classic is the kind of 
thing that any festival would be 
proud to show. The former is tow- 



tear. Also marvellous is Siobhan 
.Redmond, who - as the heroine 
Barbs - carries the play in a flawless 
and wonderfully rounded perfor- 
mance. 

The first act is a series of sus- 
tained duets. You see Barts with her 
celebrity sister-in-law, with her 
mother, with her gay male work col- . 
league, with her (almost ex-) bus- 
band, and with a younger man. Each 
duet shows us different facets of 
Barbe, while affording a juicy single 
scene to each other character in 
turn. Act Two, by contrast, consists 
largely of trios or larger ensembles. 
This isn't just , structurally neat; it’s 
also psychologically shrewd. 

Barbs, a 39-year-old woman who 
lives stylishly alone, has made the 
mistake Cf wmqiartTngTThtliwmg her 



Hmriaas Sfebhan Rwfcnond and John Kazek in ’Perfect Days’ 


guessed, and it is absolutely satisfy- 
ing. Set in Qasgow. Perfect Days has 


friends. When she decides at last to jokes about Scotland that must be 


brow, the latter highbrow. And yet, 
Lochhead’s play was by far the 
truer, more absorbing and complex 
theatrical experience; Calderbn’s 
play was turned by a vile production 
into a boring, soul-dead exercise in 
pretentiousness and bad acting. 

People seldom write lifestyle come- 
dies like Perfect Days for the stage 
anymore; and. while it could he 
adapted very well for TV, it belongs 
naturally in the theatre. The open- 
ing paragraph has a rapidly escalat- 
ing joke that makes everyone guf- 
faw; the comedy climbs from there; 
yet at the end, though the last scene 
has a couple of jokes so marvellous 
that they are greeted by rounds of 
applause, one blinks back the odd 


tell her mother with whom she is 
trying to have a baby, and then, 
mare forcefully, when she decides 


triply funny if you are local; but it 
has enough scepticism and good 
sense to transcend its Scottishness. 


not to tell the others about her new John Tiffany directs; the cast around 
lover, complications arise. These Redmond Is Enzo Cxletti (as younger 


characters who seem only to have 
tangential connections to each other 
turn out-to have very strong' views 
about each other indeed. • . 

. . Another beauty of the play is that 
Lochbead plays these c omplicati ons 
as seriously as they deserve. Barbs 
becomes an absolutely believable 
and compelling mass of adult 
Impulses and self-contradictions. 
There are tong scenes in which you 
simply never know what win happen 
next, or in which direction Barbs 
and the entire play are about to go. 
When the ending comes, it is not the 
conclusion that anyone would have 


man &antX Vincent Friel (as hus- 
band Davie), John Kazek (as gay 
chum Brendan). Anne Kidd (as sis- 
ter-in-law Alice), and Ann Scott- 
Jones (as mother Sadie). This pro- 
duction must have a continued life 
after this Traverse season; I very 
much hope it will be seen in London. 

A true work of art creates a world; 
Life is a Dream, as directed by 
Calixto Bieito, is one of those pro- 
ductions that creates an anti-world - 
killing the play at the very start and 
then , toying coldfy with its corpse. 
Because illusion and power-games 
are the subject of Calderbn'B master- 


piece. Bieito has tried to turn those 
into the entire substance of his pro- 
duction. Tbe result is that the sudi- 
. ence cannot work out who is who, 
where they are, or what is happen- 
ing. Thus there is no illusion, no 
power, no game, no dream, no life. 

The actors speak their lines with 
patent insincerity in a bewildering 
variety of local and foreign accents. 
The body language Is worse: tbe cru- 
elty of Sigismund (which includes 
attempted rape and murder) makes 
no impression because the whole 
production is full of exaggerated 
aggression, a particularly phoney 
example of Directors’ Theatre. 

Alastair Macaulay 

Life is a Dream, a co-production with 
London’s Barbican Centre, is spon- 
sored by Standard Life. 


NEW YORK THEATR E 

BRENDAN LE MON 

Goifected Stories 
ladle Uriel, OR Imertwey 

When longtime lovers break 
up, one’s immediate ques- 
tion is “Why?" But when 
two closely bonded writers 
sunder .a relation, one is 
more tempted to ask "What 
took them so long?” After 
all. as Ruth (Ota Hagen), the 
rarefied fiction writer in 
Donald Margulies 1997 play 
Collected Stories, puts it, 
writers are by their nature 
“rummagers,” always root- 
ing around in other people’s 
experiences for material. 
And yet each time treachery 
occurs it can seem an act of 
singular messiness. 

The betrayal in Margulies 
two-character play doesn’t 
occur until the second act, 
■Alien Lisa (Lorca Simons), a 
rising young New York writ 
er, decides to use the early- 
life story of Ruth, her men- 
tor, for a noveL Although 
Ruth has always encouraged 
her prolegd to be ruthless in 
pursuit of inspiration, she is 
angry, wounded, and threat- 
ening to sue when she and 
Lisa confront each other in 
the play's final scene. 

In dramatic terms, Margu- 
lies’ play might have yielded 
more substance if the 
betrayal had occurred in the 
first act, leaving the wom- 


en's debate and its legal can- 
sequences to provide the 
fireworks for the second. 
When, at play’s end, Ruth 
sits down at her desk, there 
is a sense that the drama, 
which Ruth is presumably 
sitting down to write, is only 
now catching fire. 

What Margulies has writ- 
ten. however, is still quite 
substantial Capturing both 
the world of present-day 
New York writers and the 
ghosts of artists who once 

The betrayal 
comes when Lisa 
decides to use 
Ruth’s life story 
for a novel 

haunted Ruth’s Greenwich 
Village neighbourhood, the 
play is knowing but unpre- 
tentious, and witty without 
yielding many memorable 
lines. In addition, as bad 
already been shown last year 
at Manhattan Theatre Club, 
Collected Stories provides 
two meaty roles. 

As the doyenne of the New 
York stage, Hagen might 
have been expected to juice 
up tbe play with crowd- 
pleasing mannerisms and 
emotional intensity, but 


quietly astonished by the 
naive, over-eager statements 
of her interlocutor. This 78- 
year-old actress - who was 
Desdemona to Robeson’s 
Othello in the 19408, the 
"country girl” of Clifford 
Odets in the *508, and was 
the original Martha in 
Albee's “Who's Afraid of Vir- 
ginia Woolf?” in the '60s - 
may be the greatest Ameri- 
can practitioner of the art of 
onstage listening. When she 
does speak, she does so with 
a combination of eloquent 
directness and complex 
irony. She is superb in her 
ability to say one thing 
while subtly, devastatingly 
conveying its opposite. 

It takes a while for 
Simon's performance to 
accrue, and she doesn’t fully 
convey Lisa's metamorpho- 
sis front Ruth’s star-struck 
disciple to her star-bright 
equal. Like Hagen, though, 
she is a skilled listener. Tbe 
high-point, in feet, comes as 
she is absorbing Ruth's 
monologue about her 
long-ago affair with the 
self-destructive writer Del- 
more Schwartz. As Ruth 
describes Schwartz’s bohe- 
mian bed-sit, and bow she 
would mend his clothes and 
wash up even as be treated 
her cruelly and eventually 
cast her aside for another 
young acolyte, Lisa’s eyes 
light up: here, her expres- 


znstead she spends much of sion says hungrily, is a story 
the play sitting on her sofa, l can one day use. 


INTERNATIONAL 
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AMSTERDAM 


EXHIBITION 
Stedeiuk Museum 

Tel: 31-20-6732911 

www.stedeBfk.nl m 

Waves Breaking on the Shore... 
Ad Dekkers In His Time: works 

by the Dutch abstract artist 
displayed alongside works by 
contemporarie s; to Aug 23 

BONN 

EXHIBITION . 

Kunst- und AussteBungahalto 

dor Bundesnjpubfifc 

Deutschland 
Tel: 49-228-9.17 1200 
www.kah-bonn:de 
The Iberians:' between foe: sixth 
and the first- century BC, this 
little-known civilisation existed on 
the west of the Mediterranean 
bowl. The display Includes 
objects never previously removed 
from the sites of their excavation; 
to Aug 23 _____ 

EDINBURGH 

DANCE - 

Edinburgh International Festival 


Tat 44-131-473 2000 
www.go-ettinburghc 0 .uk 
Pacific Northwest Ballet A 
Midsummer Night's Dream. 
British premiere for Balanchine’s 
baNet, in a new production by 
Francia Russell, designed by 
Martin Pafdecfinaz. Stewart 
Kershaw conducts the Scottish 
. Chamber Orchestra and Chorus. 
With soprano Libby Crabtree and 
mezzo soprano Louise Innas; 
Edinburgh Playhouse; Aug 20, 
Aug 21, 22 _ 

OPERA . . 

Edinburgh International Festival 

Tel: 44-131-473 2000 

www.go-ettinburgh.co.uk 

Don Carlos: by Vercft. The Royal 

Opera in Luc Bond/s 
production, with sets by Giites 
Afflaud and costumes by Moideie 
Bickal. The conductor is Bernard 
Haitink and the cast Includes 
Karita Motbla and Thomas' 
Hampson; Edinburgh Festival 
Theatre; Aug 20, 25 

THEATRE 

Edinburgh International Festival 
Teh 4+131-473 2000 

www.gO-eetinburgh.co.uk 

The Robbers: by Schiller, in a 

translation by Robert David 
MacDonald. Production by the . 
Citizens Theatre Company, . 
Glasgow, directed by Philip 
Prowse: King's Theatre: Aug 20, 
Aug 21 . . 

glyndebourne 

OPERA . . 

COyndeboume Festival Opera 
Teh 44-1273-815 OOO 
Capnccio: by R. Strauss. Revival 


conducted by Andrew Davis and 
directed by John Cox. The 
Countess is sung by FeflcHy Lott 
With the London Philharmonic 
Orchestra; Aug 20, 22. 25 

LONDON 

CONCERTS 

BBC Proms, Royal Albert HrfI 

Tet 44-171-589 8212 

• BBC Philharmonic: conducted 
by Gennady Rozhdestvensky in . 
works by Vaughan Williams, 
Simon Bainbridge and Walton. 
With mezzo-soprano Susan 
BfckJey and bassoon soloist Kim 
Walker; Aug 20 

• BBC Philharmonic: conducted 

' by Vassily Sinalsky in works by 

Tcha&ovsky, Szymanowski and 
Shostakovich. With the Leeds 
Festival Chorus and Huddersfield 
Choral Society; Aug 21 

• BBC Symphony Orchestra: 
conducted by Jukka-Pekka 
Saraste in works by Magnus 
Lind berg, Beethoven and 
Stravinsky. With piano soloist 
Robert Levin; Aug 22 

LUCERNE 

CONCERTS 

International Festival of Music 
Teh 41-41-226 4400 
toww.LucemeMusic.ch/ 

• Berlin Philharmonic Orchestra: 
conducted by Claudio Abbado in 
the opening concerts of this 
year’s 80th anniversary festival of 
festivals, which will inaugurate 
■the new concert hal. Programme 
includes woiks by FHbm and 
Beethoven. With the Swedish 
Radio Choir and soloists 
including . Bryn Terfel; Aug 20 


• Berlin Philharmonic Orchestra: 
conducted by Claudio Abbado in 
works by Mozart and Bruckner; 
Aug 21 

NEW YORK 

CONCERTS 

Avery Fisher Hall, Lincoln 
Center 

Tab 1-212-875 5030 
www.Bncolncenter.org 

• I Solisti Veneti: conducted by 
Claudio Schnone in works by 
Boccherini, Vivaldi, Tartinj, 
Donizetti and Rossini; Aug 20 
•- Mostly Mozart Festival 
Orchestra: conducted by Gerard 
Schwarz in works by Beethoven. 
Strauss aid Mozart With soloists 
including soprano Ying Huang 
and the Dessoff Choir; Aug 21, 
Aug 22 

PRAGUE 

EXHIBITION 
Galerie Rudoifinum 
Cindy Sherman: retrospective 
tracing the New York-based 
artist’s development from the 
1970s to the present Consisting 
of 156 works, this show presents 
selections from each of her major 
series, including Untitled Film 
Stills (1977-80), Centrefolds 
(1981) and Fairy Tales (1985). 

The exhibition will travel to 
London, Bordeaux. Sydney and 
Toronto; to Aug 23 - 

SALZBURG 

OPERA . 

Salzburg Festival 

Tet 43-662-844501 

Le Nose de Figaro: by Mozart. 


Conducted by Sir Charles 
Mackerras in a revival of Luc 
Bondy*s staging, directed by Jo&l 
Lauwers. With the Vienna 
Philharmonic and Opera. Cast 
includes Dwayne Croft and 
Barbara Frittoli; Kleines 
Festspiethaus; Aug 20, 23. 25 

THEATRE 
Salzburg Festival 
Tet 43-662-844501 
Danton's Death: by Buchner. 
New, co-production with the 
Berliner Ensemble, directed and 
designed by Robert Wilson, with 
costumes by Frida Parmegglard; 
Landestheater Aug 20 

SANTA FE 

OPERA 

Santa Fe Opera 
Tet f -505-986 5900 
www.santafeopera. org 
Beatrice and Benedict by 
Berlioz. New production directed 
by Tim Albery and designed by 
Jennifer Tipton. Susan Graham 
will sing the role of Beatrice, with 
Gizabeth Futral as Hero. The 
conductor is Edo do Waart; 

Aug 20 

SCHLESWIG- 

HOLSTEIN 

CONCERTS 

Schleswig-Holstein Music 
Festival 

Tel: 49-431-567 080 
• Schleswig-Holstein Music 
Festival Orchestra: David Shallon 
conducts works by Bernstein; 
Neumunster, HolstenhaJle; 

Aug 21 


• Slovenian Chamber Choir and 
Phil harm onie: conducted by 
Marko Letonja in works by Doiar, 
and Monteverdi/Orff; Eutin, 
Frefflchtbuhne; Aug 20 

SEATTLE 

OPERA 
Seattle Opera 

Tel: 1-206-389 7676 
www.seetaeopere.org 
Tristan und Isolde: by Wagner. 
New production by Francesca 
ZambeUo, conducted by Armin 
Jordan. The title rotes are sung 
by Jane Eaglen and Ben 
Heppner (replaced by Gary Lakes 
on Aug 25); Aug 22, 25 

TOKYO 

CONCERT 
Suntory Hall 
Tel: 81-3-3584 9999 
Affinis Festival Orchestra: 
conducted by Mstislav 
Rostropovich in works by 
Prokofiev and Tchaikovsky; 

Aug 20 

VERONA 

DANCE 

Teafro Romano 
Tet 39-045-900 5151 
www.arena.it 

Romeo and Jufiet by Prokofiev. 
Robert North's choreography, 
created In 1990, is presented 
here for the first time in a 
production designed by Andrew 
Stcrer. Romeo and Juliet ere 
danced by Benito Marcefino and 
Mia Johansson; Aug 21, 22 

OPERA 


Arana dl Verona 

Tel: 39-045-800 5151 

wwwjrena.it 

Tosca: by Puccini. New 

production by Giuiiano Morrtaklo, 

with sets by Luciano Ricceri. 

Cast includes Ruggero Raimondi 
and the conductor is Angelo 
Campoii; Aug 22 

WASHINGTON 

OPERA 

Wolf Trap 

Tet 1-703-218 6500 

The Barber of Seville: by Rossini. 
Wolf Trap Opera Company 
production; Aug 20, 22 

■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

0620: Moneyfine with Lou Dobbs 
13J30: Business Asia 
1920: World Business Today 
22SXH World Business Today 
Update 

to Business/Market Reports: 
05:07; 06:07; 07:07; 08:20; 0920; 
1050; 11:20; 11:32; 1220; 13:20; 
1420. 

At 08:20 Tanya Beckett of FTTV 
reports live from LIFFE as foe 
London market opens. 
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COMMENT & ANALYSIS 





SAMUEL BRITTAN 

ECONOMIC VIEWPOINT 


Monetary misgivings 


The passion for inflation targets is overdone. Policymakers 
should also consider output, exchange rates and employment 




Inflation targets are all the 
rage. They have been 
adopted by Australia, 
Canada, Finland, Israel, New 
Zealand, Spain and Sweden 
as well as the UK. Although 
the European Central Bank 
is likely to adopt a monetary 
target, ECB officials 
emphasise that they do not 
have good-quality statistics 
for the European money 
supply; nor do they have any 
firm idea of how it will 
relate to European prices 
and output So the money 
supply targets for the euro 
toloc are likely to be 
reinforced by an inflation 
target, formal or informal 
I The record of inflation 
t irgets to date is less 
i ^satisfactory than earlier 
a tempts either to target 

0 itput and employment, or 
ti target intermediate 

v u-iables such as the money 
s ipply or the exchange rate. 

1 be UK has had a higher 

i tie of inflation than both 
( ermany and the US in all 
t ie three decades since I960. 

: tut since 1992, when an 
i nflation target was adopted, 
IK performance has been 
he same or even, the odd 
lecimal point better than 
that of the other two 
countries. 

Nor can one say, as yet, 
that better price 
performance has been 
purchased at the price of 
more instability in output 
and employment. But as this 
example shows, inflation 
targets are very recent. So 
there is still plenty of time 
for nasty surprises. 

The early years of the New 
Zealand target were 
accompanied by stagnation 
and recession; and critics of 
the present British monetary 
regime fear that the UK may 
be about to embark on a 
hard landing. One has to say 
however that the UK was 
criticised for “boom and 
bust" long before the targets 
were inaugurated 


Readers will not be 
surprised to learn that my 
own misgivings about 
inflation targets started with 
the historical observation 
that in the heyday of stable 
money under the Gold 
Standard, the year-to-year 
rate of inflation varied a 
great deal. There ware many 
individual years of 5. 6 or 
even 7 per cent inflation 
offset by other years when 
the price level actually 
dropped. The definition of 
stable prices then implicitly 
applied was very much that 
which Alan Greenspan, the 
chairman of the US Federal 
Reserve, formulated a 
century later; namely that 
business decisions can be 
taken without any allowance 
for changes in the general 
price level 
The current Bank of 
England system is, strictly 
speaking, not one of 
inflation targeting hut of 
targeting the inflation 
forecast This romans that 
policies change, not in 
response to actual 
movements of the price 
level, but in response to the 
Bank's forecasts of where it 
will be in two years’ time. 

Inflation compared. 

Annual nanBwW 


My worry has been that 
these forecasts are far too 
dependent on a knowledge of 
three non-observable 
variables: the underlying 
output trend; the 
equilibrium rate of 
unemployment and the 
short-term trade off between 
output and inflation. 

It has to be said however 
that many of the policy rules 
suggested in place of present 
procedures also rely on a 
knowledge of just these 
variables. 

It was therefore reassuring 
to And that the 
vice-president for research of 
the New York Federal 
Reserve, Stephen Cecchetti, 
has written a highly 
sceptical article on inflation 
targets in the June issue of 
the New York Fed's 
Economic Policy Review. He 
employs a mainstream 
model in which the trend of 
output is given 
independently of central 
bank action, and in which 
there Is no ultimate 
difficulty in achieving any 
desired price level. The 
policy problem is then to 

minimto ft flrcr famto mg m 
output around its trend and 
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in the inflation rate around 
Its objective. 

One has of course to 
Remember that the US Fed is 
one of the exceptions .to the - 
ftrend towards inflation 
'targets. It is constrained by 
the Humphrey Hawkins Act 
to take into account output 
and employment as well as 
inflation goals. The message 
of the Cecchetti article is 
that it would be unwise to 
switch to targeting just 
inflation itself. 

The author believes that 
the main attraction of an - 
inflation target Is that ft is 
easier to explain and 
monitor. But he believes this 
advantage is mure than 
offset by the much greater 
variability such a target will 
impart to output - and 
hence employment "The . 
most important point to note 
is that the impact of policy 
innovations on output Is 
both large and immediate. 

By contrast, policy affects 
prices only very slowly, and 
by only modest amounts.” 

What then does he prefer 
to infla tion targets? He is 
naturally very circumspect 
He simply says that 
“researchers have suggested 
that the publication of target 
paths for prices and output 
might be an improvement on 
the rather vague objectives 
now followed by the Fed”. 

A combined target for both 
output and prices leads as a 
matter of arithmetic to a 
i target path for wnroiwii 
(Gross Domestic Product, 
(that is, GDP before it is 
corrected for price level 
changes. But the converse 
does not follow. You can 
have an objective for 
nominal GDP without 


believing that you know 
enough about the workings 
erf the economy to break it 
down into a year-to-year 
path for output and prices 
separately. 

In comradely fashion the 
New York vice-president 
tries to avoid criticising 
other central banks by 
interpreting their target 
mopes as Implying that 
“they place some weight on 
output variability”. My own' 
purpose in expressing doubts 
about whether inflation 
targets are the last word in 
monetary wisdom is not to 
suggest that they should be 
imiriPriiatply ahanHmpd 

There has been so much 
confusion engendered by the 
frequent shifts from one 
policy regime to another - 


pflcTi thru* aftof many 

pledges of undying 
commitment - that the last 
thing one wants to advocate 
Is yet another sudden 
change. The point of . 
criticising inflation targeted 
twofold: 

• To have something ready . 
as a fallback if in the end: 
they prove either misleading 
or inadequate on their own. 

• More immediately, to 
wflh> suggestions for the 
way in which existing 
targets should be 
interpreted. The existence # 
an inflation objective does . 

not itself provide an 

automatic pilot, as the 
disagreements on the Bank 
of England's Monetary 
Policy Committee confirm. - 

Recently Donald Brash, 
the governor of the Reserve 
Bank of New Zealand, has 
emphasised the virtue of the . 
target range of zero to 3 per 
cent, which be has been 
given, as providing a 
safeguard against deflation, 
provided "we take our 
responsibility to keep 
Inflation above zero as 
seriously as we take ft to 
keep it below 3 per cent”. By 
comparison tiie wording in 
the directive of Gordon 
Brown, the PK chancellor, 
that “the inflation target is 

and remains at all times 2 Vi 

per cent” is too rigid, despite 
the qualification about 
‘‘shocks and disturbances”. 

There is another 
reservation. For countries 
with medium or small 
economies, outside the US or 
the European Monetary 
Union, the exchange rate 
should be explicitly taken 
into account, An analytical 
paper by Michael Dicks of 
Lehman Brothers UK, 
suggests that unexpected 
exchange rate changes 
provide new data which 
steroid lead central banks to 
modify their policies. Indeed 
allowing the exchange rate 
to foil is the main form that 
New Zealand's recent 
monetary relaxation has 
taken: and a large 
proportion of sterling's rise 
has indeed been unexpected. 
Bank of England analysts 
have (like the financial 
markets) almost always 
underpredicted sterling in 
the last two years. The 
question is how for the MFC 
has taken this 

underprediction into account 
when setting interest rates. 

somueLbrtttan@ft.com 


LETTERS TO T^B EDITOR 
Poverty: a positive record of reform 


From Lyh Squire.' 

Sir, Nancy Dunne’s article -. 
(“World Rank policies ‘boost- 
ing poverty* ", August T4) • 
about the Structural Adjust- 
ment Participatory Review . 
Initiative (SAPRB contains a 
potentially state* 

meat that “World Bank poli- 
cies are boosting poverty : 

and unemployment, accord- 
ing to ott ' investigation 

undertaken by the bank 
together with some of its’ 
harshest critics". 

In foct, the investigation is 
just starting, so there are no 
such findings to report Any 
statements ’ about World 
Bank policies coming from 
participants at one of the 
forums mentioned (in 
Uganda and Hungary) repre- 
sent freely expressed opin- 
ions about economic poli- 
cies, but certainly not the 
results of the joint review, or 
indeed the consensus of the 
particular meeting! 


Contrary .to some of the 
^assertions Teporteditt the! 
article, recent independent 
analyses for Uganda and 
Hungary show that -the. oVeiv 
all' records of reform axe : 
quite positive. V- 

For exSmpte; th* Jtercenf-- 
age of. people living M pav?_ 
erty. foi Uganda foil from 56 
per- cent, in 1932 to' 46 per 
cent in 3996 - still unaccept- 
ably high, but a significant ' 
improvement in' a' abort 
perifldoif tfine. 

In ' Hungary, unemploy- . 
ment has from a peak 
cif llB per’ cent in 1998 to 93 
per cent today. However, 
even given this evidence, we 
are open to the possibility’ 
that rttf&ippyit findin gs might 
emerge. 

What the forums reveal is 
that there is significant 
Interest in economic policies 
in dvfl society, a lot of legiti- 
mate worry, bat also a desire 
to be better informed and. 


consulted on future policy 
daaflgmThls is why the Bank 
wants - to work with civil 
: society - including the very 
■ non-governmental organisa- 
tions most inclined to criti- 
cise us — on this, type of 
-exerd&e. We view this as & 
potentially educational expe- 
rience for all - a wa Y t0 
learn about different aspects 
of policy by taking to people 
directly, but also a way to 
start chairing 'information 
aud^rorklng together more; 

constructively. 

I look forward to more 
complete coverage of 
SAPKTs findings once our 
Joint review is finished. - 

Lyn Squire, 
director. 

Development Economics 
vice-presidency, 

The World Bank, 

1818 H Street NW 
Washington DC 20433, 

US 




Behind the Canadian peso 


From Mr Don Mcltxr. 

Sir, Edward Alden's article 
on the tribulations of the 
Canadian dollar (“Peso of: 
the north", August 12) 
details the chief explana- 
tions put forward for the 
currency's weakness. It also 
correctly Identifies what 
many believe to be the big- 
gest foiling; “bad economic 
management". 

What Is wrong with that 
assessment is that ft presup- 
poses a natural management 
role for Canadian govern- 
ments that contrasts with 
the less interventionist poli- 
cies of the country's nrigb- 
bouring superpower. ~ 

The collapse of the dollar 
has divided Canadians into 
two main camps: the compla- 
cent, who believe the decline 
will be good for exports, and 
the concerned, who feed the 
central bank should immedi- 
ately raise Interest rates to 
staunch the erosion of the 
country’s standard of living. 
Unfortunately, only a small 


minority yet seem to recog- 
nise that it is no coincidence 
that the quarter-century of 
depreciation from parity 
with the US dollar is pre- 
cisely the same period over 
which the finnatn.n unem-. 
ployment rate has moved 
from' virtual identity with 
that of. the US . to being 


That a smaller proportion 
of Canadians are now 
actively contributing to. pro- 
duction is a reflection erf the 
plethora of government poli- 
cies designed to achieve 
social, cultural and regional 
goals.' • 

That is not “bad manage- 
ment”, but misguided med- 
rfting with economic forces. 
The solution needs be cam 
siderably more ftiririflm«itai 
than simply hiking interest 
rates. 

Dam Mcfmv 
3238 Folkway Drive, 
Bur ling to n , Ontario, 

Canada 


What Russia 
could teach the 
Eurosceptics 

From Mr Mark Evans. 

Sir, The Russian rouble 
crisis shows once again the 
folly of an but the largest 
countries having indepen- 
dent currencies. The time 
and energy developing coun- 
tries commit 'to Tunning 
domestic money would be 
better spent in less abstract 
.tasks.* l - 

Eye-popping real interest 
rates and constant uncer- 
tainty ensure, that develop- 
ment is slower than possible, 
ff the dollar dr euro were to 
become the currency of Rus- 
sia, this crisis. could quickly 
be overcome, and the unnec- 
essarily high real Interest 
rates of a currency, board 
system avoided. The Rus- 
sians could even teach Our 
Eurosceptics a lesson! 

Mar k Evans, 

14 Delviho Road, 

London SW6 4AD, UK 


Number One Southwark Bridge, London SE1 9HL 

We ara k«n m mcouBQB tattura Ircm raadora wcridwfcte. Ltftora may be fee-ad lo +44 m-873 5938 fax » 'fino'). ojts* 
leCBB-adrortMLcon Publafnd Mtsra ere atao nvaUbis on the FT web ala JT.com TYrestMon may M Mflabfe tor 

. tottera written « me mato munrtto nd language* Pa* *A4 1 71-673 383a LeCBre ahotkt be typed and not tm written. 



Our tttaicgk Incaiiuo. as well as 
dr pufrura] and social stability of 
one nf the European Unxw's fates! 
fimwiUK cnmnmics, haw death' pul 
us on iltc ma)i. 

■nut's why an mrrefeuig mmiUt of 
mnltiiutitHul Companies are setting 
up Iwsinrw in uur country. After alL 
investing in fbrtugal opens a gal may 
wa maritci r>f 37U million people. 

F< it mniv Infonnathm. roman 
KTF. WcH help you find the right 
war hi get there. 


t»ICEP 




Portugal 


Balkan rerun in Kosovo 

More than 200,000 people have fled Kosovo,, under attack from Slobodan Milosevic’s 
forces. Guy Dmmore traces the events that have led to this latest conflict 


“The most explosive 
Undertax in the region “ 

T hat is how Richard 
Holbrooke, the US 
envoy who negoti- 
ated an end to the 
Bosnian conflict, described 
Kosovo in bis book To &uI A 
War. Today, those words are 
proving horribly prescient 
Since February, the forces 
commanded by Slobodan 
Milosevic, Yugoslavia's pres- 
ident, have moved from vil- 
lage to village in the prov- 
ince, shelling and torching 
areas occupied by ethnic 
Albanians, both Moslems 
and Roman Catholics. 

Under the onslaught, more 
than 200,000 people have 
fled. Cattle, dogs and horses 
roam abandoned villages. 
Carcasses rot by the road- 
side, fields of com wait to be 
harvested, and a winter of 
famine approaches. The 
international aid agencies 
that remain see themselves, 
as they did in Bosnia, as the 
unwitting accomplices to 
“ethnic cleansing”. 

Mr Milosevic has ignored 
the oft-touted threats of Nato 
intervention. Within days of 
the first Serb crackdown in 
late February, the six-nation 
Contact Group - made up of- 
the US, Russia, Britain, 
France, Germany and Italy - 
moved to impose economic 
sanctions on Yugoslavia. 
Since early June. Nato has 
bean planning and threaten- 
ing air strikes. Yet the sanc- 
tions are shaky n p fl thp air 
strikes have never material- 
ised. 

The grim situation unfold- 
ing has a depressingjy famil- 
iar ring.- But how did It borne 
to this? Wasn't the Dayton 
agreement erf 1995 meant to 
have settled the vicious con- 
flicts In former Yugoslavia? 

The answer is that, while 
the accord reached in Day- 
ton brought an uncertain 
peace to Bosnia and Croatia, 
it merely postponed the cri- 
sis brewing in Kosovo. In his 
book, Mr Holbrooke says 
that Kosovo - where Yugo- 
slavia began to disintegrate 
- was barely discussed at 
Dayton at all. 

Yet the wanting signs 
were already there. A Bal- 
kan crossroads between east- 
and west, Kosovo's mix of 
Albanians, Serbs, Montene- 
grins, Jews, Turks and Gyp- 
ties bad long co-existed rela- 
tively well, albeit with a 



Kosovo bums: Mtosavfc’s violent tactic* appear to be working 


certain undercurrent of eth- 
nic prejudice. But. conflict 
started to bubble up when 
the Soviet bloc crumbled, 
and Mr Milosevic, then a 
communist apparatchik, 
fuelled his rise to power by 
fanning the flames of Ser- 
bian natlnriaUgtri- 
Kosovo was Mr Milosevic's 
founching pad. In 1989. after 
15 years of Albanian -domi- 


promise of no interference in 
Kosovo. 

The failure to settle the 
Kosovo question at Dayton 
gave rise to the Kosovo lib- 
eration Army, the rebel 
group bent on fully-fledged 
independence from Serbia. 
Disappointment with' the 
peace accord and with the 
policies of Ibrahim Rugova, 
a prominent leader who 


Many Kosovo Albanians believe the 
bloodshed has destroyed any slim 
prospect of their community agreeing 
to remain a part of Yugoslavia .- 


nated self-rule and of a debt- 
ridden economy in decline, 
the Serb minority in Kosovo 
was ripe for a new leader. In 
June that year, Serbs from 
across the province flocked 
to listen to . Mr Milosevic 
who, in a fiercely nationalis- 
tic speech, forewarned them 
of the conflicts ahead. 

Meanwhile. -as Kosovo's 
Albanians*' who make up so 
per cent of the population, 
watched the break-up of . 
Yugoslavia, they hoped that : 
the independence won by 
Slovenia, Croatia, Macedonia ; 
and finally Bosnia, would . 
lead to their own “libera- 
tion* from Belgrade. 

Dayton put paid to those 
aspirations. Many Albanian* 
still suspect there was a con- 
spiracy between the US and 
Mr MHosevuv whereby Bel-, 
grade would ' accept its . 
defeats in Croatia and the 
loss of SeriKfoCupied lands 
In Bosnia in exchange fora' 


encouraged peaceful resis- 
tance, spurred Albanians in 
exfle 'In Europe to fund and 
organise the KLA in prepara- 
tion for war. Sporadic 
attacks : ,on Serbian police 
and Albanian “coLlabora- 
tors" finally provoked the 
response that the exiles 
wanted. 'Chi February 28, spe- 
cial Serbian police unite 
attacked vflfoges in Dreotea 
occupied by KLA fighters. 
Western investigators 
believe that ram were sum- . 
marfly executed and woman 
and chfldren trilled indis- 
criminately.. _ .. 

Despite Nate's -threats 'of 
intervention, it is hard to 
escape the impressfon that 
'.Washington and ite. allies 
were hot happy af .ihe pros- 
pect- of . redrawing Balkan 
borders yet again. Ah inde- 
pendent Kosovo, western 
policymakers feared-, could 
. destabilise Macedonia with 
its Albanian minority, as 


well as Albania proper. It 
might also give the Serb part 
of Bosnia a pretext to aban- 
don the "marriage" with 
Moslems and Croats that 
they feel was forced on them 
at Dayton, and to join Yugo- 
slavia in a “greater Serbia". 

The Contact Group thus 
came to the conclusion that 
a solution lay in increased 
autonomy for Kosovo, some- 
where between indepen- 
dence and the status quo. 
Russia, though, refused to 
join the other five members 
in using economic or mili- 
tary pressure tactics on 
Serbia. 

In private, European and 
US diplomats admit that the 
mixed signals sent to Mr Mil- 
osevic and the KLA, com- 
bined with the warnings of 
air-strikes that always rang 
hollow, have worsened the 
conflict 

The net result is that the 
KLA, which only months 
ago was threatening to take 
control of large areas of Kos- 
ovo, Is in tatters. Some fight- 
ers have thrown off their 
uniforms and joined the ref- 
ugee exodus. A few have 
dodged police checkpoints 
■and melted Into the regional 
capital Pristina. Others have 
. returned to their jobs a nd 
families they left behind in 
Europe to join the war. 

Many Kosovo Albanians 
believe the bloodshed of the 
past five months has 
destroyed any slim prospect 
oT their community agreeing 
to remain a part of Yugo- 
slavia, especially as long as 
the present regime holds 
power. The war has become 
a vicious cycle of violence 
' The longer Mr Milosevic pur 
sues his offensive and 
scorched-earth tactics, the 
mare embittered and deter- 
mined become its victims. 

Only a few isolated pock- 
ets of resistance remain. 
Moderate Albanians 'fpar 
‘that desperation could tead 
to the emergence of extern- 
lst groups that will resort to 
car-bombings and assassina- 
tions In their quest to oust 
the Serbs. 

.Meanwhile Kosovo's 
already dwindling Serb 
minority Is leaving in 
droves. Even If, as now 
seems likely. Belgrade wins 
. this Phase or the war, it wfll 
be a hollow victory. There 
will be few Serbs Wt In what 
is. regarded as Urn cradle oT 
Serbian cWflisation, 
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Russia’s 
debt plan 


W hen the Hcajg Koag 
government, self- 
proclaimed cham- 
pion of free mar- 
kets. resorts to Buying shares in 
a complicated manoeuvre to 
ward off currency speculators, it 
is a sign that economic is. 
fast reaching crunch point 
Sustained speculation against 
the Hong Kong dollar, severe 
recession and months of high 
interest rates prompted last 
week's unprecedented move. 
There has been further interven- 
tion this week. 

Yet those hjaafr mniti tii-ana and 

perhaps the intervention itself, 
have increased the risks sur- 
rounding Hoag Kong's currency 





For better or worse. Russia has 
decided to default. It must now 
teke advantage of the opportuni- 
ties this decision creates, while 
m i nimi sing the inevitable costs. 
Creditors now know the country 
is as unreliable as they feared. If 
they are to be wooed back in the 
long term, the government must 
make its public finances sustain, 
able. 

For too long, Russia's govern- 
ment has relied on borrowing to 
fond a yawning fiscal deficit 
This left it with a mounting stock 
of domestic debt dangerously 
skewed toward the short term. 
But now that it has effectively 
defaulted, it will be unable to 
access the capital markets, either 
domestic and international, for 
some time. And resorting to har- 
rowing from the central bank — 
money-printing - will only result 
in a new wave of hyperinflation. 

The government therefore ha p ' 
no option now but to operate on 


seed to be ruthless if Russia's 
government finances are to be 
brought back to sustainability. 
The government will be operat- 
ing under the tightest of con- 


time for Hong Kong 


The government has raised the stakes in defence of its currency 
peg. That, says John Ridding, is a risky-strategy 


S train ts, and must not be too peg. the Rawnoanrt Hr>lr 

optimistic about what it can with the US dollar. And events 
afford to repay. over' the coming weeks - from 

Rus sia's government may publication of important . eco- 
wony that such a large restruct- nonuc statistics to skirmishes in 
uring will scare the markets and the money markets — may prove ' 


the hankfag system. But critical. 


investors will only return in the 
long term if they can see that the 
debt profile is sustainable. As for 
the banks, with an underdevel- 
oped system such as Russia's the 
systemic risk is small; the gov- 
ernment should concentrate on 
protecting the depositors, not the 
hanirc themselves. 

The nest question is exactly 
how the restructuring should be 
carried out. Two principles 


. These Is much at stake, .and 
not only, for Bong Kong: In a 
week when Russia devalued and 
Ignored ratH« fr om some to adopt 
a Hong-Sung style currency 
board, eyes inevitably focused on 
those strong currency pegs that 
remained. 

Should Hang Kong's peg be dis- 
lodged, it could prove disastrous 
for the territory. The exchange 
rate mechanism is the linchpin of 


should be followed. First, if Rus- 1 the financ ial system and Haa but- 


sia hopes to attract foreign inves- 
tors back, the restructuring must 


a cash basis. This means running. not give any preference to domes- 
a primary surplus to cover all its tic bondholders. 


i % debt-servicing costs. Before the 
j$. crisis, these costs were running 
t at nearly 5 per cent of gross 
domestic product Running a pri- 
mary surplus of this size would 
be difficult for most economies. 
For Russia, with its persistently 
weak public finances, it is impos- 
sible. 

Worse, the crisis will make it 
difficult for this year's improve- 
ments- in the public finances to 
continue. Economic growth is 
stalling. Moreover. President 
Boris Yeltsin has been seriously 
weakened, meaning that the 
Duma, which has blocked many 
of Mr Yeltsin's reforms to the 
public finances, is now even less 
likely to support his plans. 

The fiscal arithmetic leads 
a. inevitably to the conclusion that 
$1 Monday's debt restructuring will 


Second, a good propor ti on, if 
not all, of the debt should be con- 
verted from roubles m(a rtnt 1 nrft 
Interest rates on Russian dollar 
debt have been far lower than on 
rouble debt, as rouble debt has 
carried a substantial currency 
risk premium. Conversion to dol- 
lar debt would therefore require 
a smaller write-off. Increasing 
Russia's exposure to foreign- 
currency debt (currently Just 
under 30 per cent of GDP) may 
also give a signal to the markets 
that the g o v e r nm ent i nten d s to 
keep a firm lid on inflation. 

It will take more than next j 
Monday’s announcement to calm , 


tressed confidence since its intro- 
duction in 1983. The recent his- 
tory of east Asia underlines just 
how quickly capital can flee and 
devaluations get out of hand once 
a peg is adjusted. 

Far Asia and elsewhere, a 
break in the region's most robust 
currency, mechanism - in which 
domestic money supply is fully 
backed by bard currency reserves 
; - could trigger a further round in 
the vicious downward spiral. 
Contrary to file commonly hold 
view, a fen in Hong Kong's peg 
could trigger a devaluation of 
China’s renminbi rather fh*n the 
other way round. And economists 
believe the shockwaves would 
travel as fer as Brazil 

“If you want a global crash, 
take out the Hong Kong dollar, ” 
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Russia’s financial markets. But if says Simon Ogus, managing 


the government acts boldly, it 
can put Russia back on the road 
to sustainability. Should it do so, 
creditors will, in time, return. 


Safe bet 


Bill Clinton had hoped his 
presidential legacy would be 
Social Security reform. If and 
when he can get back to work, 
the state pension system will he 
his priority. The central question 
is whether the US should invest 
for retirement in the market. 

A majority of the 1996 Advisory 
Council supported a partial shift 
to investment in equities. Propo- 
nents say this would increase the 
return on retirement saving. 
Social Security’s implicit rate of 
return, as for all pay-as-you-go 
systems, is the growth of the tax 
base. There is also a trust fund 
providing some pre-funding, but 
it is invested in Treasury bonds: 
by 2032 it will be gone, and Social 
Security will be in the red. 

Martin Feldstein, professor of 
economics at Harvard and the 
intellectual leader of pre- 


funders, points out that between 
196(^95, real wages grew annu- 
ally by ZB per cent Over the 
same period, the pre-tax return 
on capital was 9 per cent Mr 
Feldstein argues that pay-as 
-you-go is too costly a way to 
pay for retirement 
Although it should provide 
higher returns, there is - an 
unavoidable risk With pre- 
funding: the market could plunge 
on the eve of one’s retirement 
Policymakers will have noted 
this week that A lan Greenspan, 
the 72-year-old Fed chairman and 
the shrewdest economist on the 
block, holds his personal $2m 
portfolio entirely in short-term 
Treasury bills. Lake aU good cen- 
tral bankers, he is a . cautious 
man. But this should still provide 
pause for thought for those who 
would privatise Soda! Security. 


director of Asian Economics at 
Warburg Dillon Reed. 

Hong Kong’s .government 
rejects suggestions that the peg 
mi ght be adjusted or ahanrirnipH. 

“Cutting the p eg would be like 
cutting the lifeline," says Anson 
ch»Ti chi ef secretary. 

Hong Kong is determined not 
to let that happen. Donald Tsang, 
financial secretary, says inter- 
vention in the stock market is 
evidence of its resolve to defeat 
currency speculators. The strat- 
egy Is intended to prevent a “dou- 
ble play”, whereby speculators 
sell Hong Kong dollars to force 
interest rates higher through the 
automatic defence mechanism 
I triggered by the currency board. 
This depresses the stock market, 
bringing speculators profits from 
“shorting” equities, -r selling 
shares they do not own in antici- 
pation that their value will fell 

The government’s resolute 
defence notwithstanding, doubts 
over the peg have increased. 


-(quartern quarter* change 
7 'SO 


-BnfGDPpnaBi 

fenuaMbcfpngg 

ft ^ — ' : 


- V ■ • 

-f >4. 



; .;L % j 

p— if neSiMiiin: natiiai rrii;fii ~ V " 7: % 

which the Hong Kong dollar 
would be replaced by the green- 
back. reducing currency risk. 

That such ideas are even being 
discussed shows the extent, of 
change since the start of the year 
when few in business circles 
were questioning the endurance, 
of the peg. Since then, the length 
and severity of the downturn has 
sapped sentiment; gross domestic 
product is expected to fell up to 5 
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is the latest and dearest exam- immediate is the risk that 
pie. While the authorities anti-speculation measures may 
c l ai med the move was designed backfire. Speculators see the 
solely to prevent market manipu- measures as evidence of a contra- 
ction, their actions suggest they diction - an official attachment 
are worried about the effects of to the currency raeffhanigm, but 


“There is growing cre dibilit y now per cent this year, and there is 
given to the idea of adjusting the Stile respite on the horizon. 


Irish backlash 


The special security measures 
announced by the Irish govera- 
j- ment yesterday amount to a mea- 
ft sored and appropriate response 
■ to the Omagh bomb. They stop 
short of reintroducing intern- 
ment, which might well have 
been counter-productive. But 
they will curb the right to silence 
for terrorist suspects, and create 
new offences to catch the men 
anil women behind the bombers. 

What is needed today is swift 
action to stop fanatical elements 
from the Provisional IRA reor- 
ganising — not blunt action, 
which might risk antagonising 
wider sections of the nationalist 
communi ty. 

The madness and cynicism of 
the Omagh bomb, which killed 28 
Innocent Catholic and Protestant 
civ ilians, has caused a huge back- 
lash against splinter groups like 
V the Real IRA, above all sooth of 
'• the border. That is the reason 
why the bombers issued their 
sorry “apology" to the victims, « 
if one can apologise to people one 
h.i i ft murdered. It is also the rea- 
son why the Real IRA has now 
decided to declare some sort of 
c ea s e fire- 

That should not stop a deter- 
mined pursuit of the terrorists by 
both Irish and British authori- 
ties. The ceasefire declaration is 
an entirely self-serving gesture, 
and not a credible one. Mo Mow- 
lam, Northern Ireland secretary, 
was right to describe it as an 
insult to the people of Omagh, 
and the apology as a “pathetic 
attempt to . . . excuse mass mur- 

f A&n - . * 

The backlash against tbe 
bombers provides an ideal oppor- 
tunity to destroy these splinter 
groups before they can build up 
any coherence or mystique of 
their own. It is an excellent 
moment to reinforce co-operation 


between security forces an both 
sides af the border. 

It should. also bring the focus 
back on to the contribution of 
Sinn F£in and the Provisional 
IRA to the peace process. This is 
the right moment for new ges- 
tures of reconcffiatian, above aD 
on the decommissioning of arms. 
It may be too much to ask Sinn 
F€in leaders publicly to Identify 
the bombers, but they can surely 
provide the authorities with 
some leads in private. 

Too sweeping a security damp- 
down. however, might be count- 
er-productive. The peace process 
remains fragile, and the IRA 
splinter groups wo old rapidly j 
exploit any revival of resentment 
of heavy-handed police action. 

So far, however, it is the j 
nationalist -community that is 
perceived to have gained most 
from the peace process. Ulster's 
Protestants were far more 
divided in the referendum, and 
remain much more equivocal. 
Terrorist action, like that in 
pmngh, is designed to infuriate 
them and convince the doubters 
that tbe peace process is futile. 

A Protestant backlash remains 
a dangerous prospect, with loyal- 
ist hardliners said to be dose to 
wniaaahfog their violence. Uke a 
massive security clampdown 
against nationalists, it would risk 
polarising the communities once 


value.” says Mark Konyn. direc- 
tor .of Dresdner RCM Global 
Investors. 

The consensus view bolds that 
adjustment most be avoided in a 
time p£ crisis. But for many ana- 
lysts, tbe issue has become a 
question of whsi and how - not 
if - the link to the US dollar will 
be altered. Wary of the gathering 
pressures, economists, business- 
men and investment bankers are 
discussing options. One group is 
proposing this possibility of dol- 
larisation, an extreme measure in 


External woes, such as the 
weak Japanese yen, have taken 
their toll. But they have been 


high interest rates. Nor is this 
tbe only example of intervention. 
The suspension of government 
property sales in June was a sim- 
ilar attempt to manage the 
adjustment of asset prices. 

Some support the stock market 
move. “Allowing speculators to 
go unchallenged would have 
pushed interest rates to unneces- 
sarily high levels," says 


surpassed by local worries, in K. C Kwok, chief regional econo- 


particular a credit crunch and 
deflationary pressures resulting 
from a burst property bubble. 
Most serious, there is growing 
suspicion that the government is 
anxious to avoid tbe pain of asset 
price deflation, and that political 
considerations are obstructing 
the automatic adjustment of tbe 
currency board mechanism. 

The stock market intervention 


mist at Standard Chartered 
Bank. Citing Hong Kong’s rapid 
adjustment to regional recession, 
be. adds: "It took Japan more 
than seven years to see many of 
the changes Hong Kong did in a 
couple of months.” 

Critics, however, have con- 
demned these measures for dam- 
aging Hang Kong's image as the 
epitome of a free market More 


an apparent unwillingness to 
bear its costs. 

While most economists believe 
speculators cannot break the 
robust currency board mecha- 
nism, they say it is possible to 
undermine public confidence in 
the currency Unfc by niajutftfamg 
pressure on interest rates, which 
remain high. Although the stock 
market has surged since inter- 
vention began last week, its 15 
per cent gain has not restored 
confidence. 

Speculators have cut some of 
their equity positions, but 90.000 
August future contracts were 
still open yesterday. Longer-term 
forward Hong Kong currency 
rates have also remained high, 
implying the risk of devaluation. 
“Market players axe concerned 
about the risks of devaluation in 


OBSERVER 


Bertrand turns the 
separatist fables 

Quebec’s lingering threat to 
secede from the rest of Canada 
has often been described as a 
family feud between two factions 
of Franch'SpeaWng Camcfians. 
Depending on which side you’re 
on. Guy Bertrand is the favourite 
child gone bad or the prodigal 
sot come to his senses. 

When Canada's Supreme - 
Court makes its historic ruling 
today on whether Quebec has 
the legal right to go off on its 
own, Bertrand’s fingerprints will 
beail over the decision. 

A fiery lawyer with film-star 
looks, he was one of the . 
founders of the separatist Parti 
Qufibdcois, but had a conversion 
on the. road to independence 
several years ago and became a 

passionate federalist 

UnJJke English-speaking 
Canadians, who mostly keep 
quiet and just hope the issue wW 
go away. Bertrand derided that 
his personal mission was to fight 
his former separatist affies. His 
U-turo caused shock waves in 
French Canada, even leading to 


iw i it 

It is an extraordinarily difficult U-ium caused shock waves fl 
act which Dublin and French Canada, even leading 
London, as well as the Ulster, arfft with his brother, a PQ 
leaders of the peace process, have member of Quebec's national 
to perform. But this is the most assembly, 
challenging moment, when Following the 1995 referendum, 
extremists still have the capacity which the separatists narrowly 

to derail tbe process, while the tost, he took the PQ government 
peace-makers have not quite to court in Quebec arguing that it 
learned to trust each other. It had no right to declare a 
requires an iron fist, wielded sovereign state unHaterafly. The 
with extreme care. federal government Intervened In 


the case and asked the Supreme 
Court to resolve the issue. 

Not that Ottawa - trying to 
fend off separatism without, 
nibbing Quebec up the wrong 
way - is entirely happy with its 
ally- Bertrand is a bit of a loose 
cannon, detested by the 
separatists and portrayed in the 
the Quebec media as a dupe. 

Bertrand also has a nasty habit 
of asking awkwerd questions, 

such as: if Canada can be 
partitioned, why not Quebec? 
Could native Indian or 

anglophone regions stay in 
Canada? It's not just the PO that 
feels uncomfortable with 
questions Eke That 

Thinkers’ moan 

There was plenty of nostalgia in 
Berlin yesterday when Gerhard 
Schrfider. the man hoping to 
unseal Chancel tor Helmut Kohl m 
next month’s general election, 
looked in on a meeting of 
intellectuals, actors and other 
creative types, who had got 
together for a gripping discussion 
about visions for Europe. 

Many greybeards at the Social 
Democratic Party's high-tech 
headquarters, a stone's throw 
1 from Checkpoint Charlie, 
remembered the glory days of 
Germany's chattering classes in 
the 1960s when Way Brandt the 
party's first postwar chancellor, 
surrounded himself with writers 
and artists who were more than 
wfiQng to lend a pen for a speech 
or poster. 


Since then, times have been 
hard on Germany’s poets and 
thinkers. Chancellor Kohl cares 
little for the chattering classes, 
who haven't helped their cause 
by being wrong-footed on many 
of the trig issues of his 
chancellorship - they weren’t 
keen on German reunification or 
involvement in Bosnian - 
peacekeeping, for example. 

But yesterday's gathering 
wasn’t convinced that life would 
improve much under Chancellor 
Schrdder, despite his professions 
about new ideas and fresh feces: 
there was a feeling that the SPD 
hadn't reformed, and was still 
dominated by the old state- 
interventionist forces. 

Writer and retired student 
| radical Peter Schneider couldn’t 
detect the optimism and vision of 
i the Brandt years. The SPD 
candidate, he sad, "is like 
Cinderella. He has been given 
the glass shoe until election night 
after which he'll be left at the 
hands of his ugly sisters.” 

Chinese walls 

No one took much notice on 
Friday when a Hong Kong broker 
cancelled a presentation - that 
sort of thing happens aH the time 
and it was a busy day on toe 
markets anyway. But now that 
the territory's financial types are 
back after the tong weekend 
holiday, they're putting together 
the story behind the cancellation. 

Woridsec International, an 
affiliate of the Bank of 


Tokyo-Mitsubishi. called off a 
bearish 3pm session on “Why 
will the share price of HSBC fell 
to HKS100?" because, it said, 
analyst Patrick Ho was unwell. 

At 3pm Woridsec’s name 
Dashed up on toe screens as a 
mass buyer of HSBC, which duly 
dosed the day up HKS7 at 
HKS158. The stock was a leading 
beneficiary of the government’s 
buying binge, designed to bum 
speculators. 

It looks as if Woridsec was one 
of the chosen few brokers picked 
by toe government to carry out 
its attack - which the dealers 
promptly did, without breathing a 
word to the scribblers on the 
.research desk. 


Flotsam 


Russians trying to escape their 
economic crisis are to be offered 
another good reason to fly 
Aeroflot - and It isn’t toe airline's 
mystifying ad campaign fronted 
up by a flying elephant. 

In its continuing attempt to 
shed the tag of the world's worst 
airline, Aeroflot - renowned for 
cheap, no-frills service and the 
severity of its staff - is to offer a 
frequent flyer programme. 

The former Communist flying 
circus has taken delivery of Sim 
worth of computer kit to make 
sure the promotional package 
runs more smoothly than most of 
Its flights, though there's no word 
yet of the actual benefits. Getting 
a seat without fighting through a 
scrum would be a start. 


between six months and 12 
months' time.” says the bead of 
treasury at one Hong Kong bank. 

Big tests will come sooner than 
that A succession of economic 
reports, corporate results and the 
prospect of a showdown between 
the government and speculators 
will strain tbe territory's nerve. 

Second-quarter growth figures 
due next week are likely to make 
grim reading. Professor Francis 
Lai of Hong Kong's university of 
science and technology predicts a 
fell ol 45 per cent, year on year, 
to be followed by a &5 per cent 
decline for the July-September 
period. The scale of tbe downturn 
has come as a profound shock for 
a society that has not seen a 
recession for a generation. 

The day before the GDP 
announcement, Cheung Kong 
Holdings, the flagship company 
of Li Ka-shing's business empire, 
is due to report results. It is 
likely to reveal the extent of the 
downturn in the property mar- 
ket, as well as a substantial loss 
in the value of Its shareholdings. 

Signals from the property mar- 
ket, one of the pillars or the econ- 
omy, continue to be gloomy. Resi- 
dential prices are already down 
by about half since their peak 
last year. And the fell seems set 
to continue. Lehman Brothers 
believes property prices might 
have to drop by half again before 
pressure on the peg eases. 

For a society built rat business, 
the barrage of bad economic 
news is likely to shake confi- 
dence further. So, too, would a 
sustained rise of money market 
interest rates and the increase in 
prime lending rates that would 
result 

Whether interest rates stay 
high depends on the test of will 
between tbe authorities and spec- 
ulators. “Speculators are waiting 
until we get a little closer to the 
expiry of the August futures con- 
tract," says Anthony Mak, sales 
director at Vickers Balias. 
“Around that time we could see 
an almighty showdown." 

The government's arsenal is 
formidable. Foreign exchange 
reserves of US$96tm suggest the 
anthorities can marshal the 
resources for a long battle. Their 
resolve will also be stiffened by 
the hazards of a forced departure 
from the peg and the high politi- 
cal costs that would involve. But 
with continued gloom on the 
horizon, it is the hedge funds, not 
the government, that have time 
on their side. 

As in the rest of Asia, and in 
Russia this week, there is the 
risk that events could move fas- 
ter than people imagine. A sharp 
fell in the yen or renewed fears of 
a Chinese devaluation may pro- 
vide an opportunity for a con- 
certed assault. The biggest risk, 
perhaps, lies in a possible public 
panic resulting in the mass 
switch of Hong Kong dollar 
deposits into US dollar accounts. 

So fer. the public has held its 
nerve. It has kept a fairly con- 
stant 56 per cent of total deposits 
in Hong Kong dollars. But as 
unemployment continues to rise, 
corporate casualties increase and 
a barrage of bleak economic news 
is announced, sentiment win be 
str a ine d . 

Against this bleak background, 
the authorities’ latest move 
against the speculators is of par- 
ticular significance. Having 
opened a new front, failure would 
sow doubts in the minds of its 
citizens. The government has 
already come under fire for its 
handling- of the economy a nd a 
string of public relations disas- 
ters. such as the opening of the 
new airport. Any feeling on the 
streets that the battle against 
speculators is slipping could 
quickly loosen the government's 
grip on events. 


100 years ago 

Guatemala Revolution Ends 
Washington, 19th August The 
American Minister at 
Guatemala telegraphs that 
General MofaJes, the leader of 
toe recent revolutionary 
movement was captured on 
Wednesday, and died on his 
way to prison at San 
Sebastian. The Minister says 
that Ocas was occupied on 
the 10th by toe Government 
forces, and much valuable 
property belonging to foreign 
residents was saved. General 
Morales retreated to toe 
Cuchumatanos Mountains and 
took refuge in a cave, whoa 
he was surrounded and 
captured after hiding for 
several days. He had been 
without food for some time 
and was ill from hunger, 
fatigue and exhaustion. His 
death ends toe revolution. 

50 years ago 

Heathrow Construction 
Programme 

London Airport’s construction 
programme is likely to be 
seriously affected If the 
present policy of restricting 
capital investment continues, 
the House of Commons 
Committee on Estimates has 
concluded. The committee 
approves the choice of 
Heathrow as the site for 
London's major chd airport 
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Hong Kong poker 


The Hong Kong Monetary Authority 
shocked Investors last week by interven- 
ing In Its stock market. Can such inter- 
vention be justified? 

For believers in efficient market theory 
- which holds that market prices merely . 
reflect fundamentals ~ such intervention 
is always abhorrent Messing up the oper- 
ation of the free market win distort the 
allocation of resources and delay neces- 
sary economic adjustments. 

Bat in practice financial markets are 
not always efficient Herd instinct can 
drive markets excessively upwards In 
good times and downwards in had. Such 
overshooting provides one theoretical jus- 
tification for intervention. Another Is that 
market prices can affect fundamentals as 
well as reflecting them. 

So much for the theory. Putting it into 
practice is another matter. One problem la 
that governments often intervene to avoid 
political loss of face rather than to combat 
market failure. This is certainly what 
Japan's “price-keeping operations" over 
the past decade have been about There 
are worrying signs that Hong Kong too is 
trying to minimise Calls in asset prices 
because of pressure from property devel- 
opers. 

Note how most market Intervention is 
about propping up markets. If govern- 
ments were really motivated only by mar- 
ket failure, they would be pricking bub- 
bles too. Wall Street today would be a 
good candidate. 

. And even if political factors do not 
enter the calculation, there is a problem 
in actually spotting market failures. In 
Hong Kong, for example. It Is far from 
dear that the stock market'has overshot 
Superficially, stocks might last week have 
looked cheap given they were trading at 
less than seven ttmea 1997 earnings and at 
a discount to net assets. But both earn- 
ings and underlying assets, especially 
property, are sliding. And so long as Its 
exchange rate is pegged, Hong Kong 
needs prices to fall to restore its competi- 
tiveness fallowing devaluations elsewhere 
in Asia. 

In the short run, the HKMA's action has 
worked: stock prices have rebounded, ft is 
sitting on a paper profit and speculators 
have been stung. But it can only declare 
victory if it manages to exit from its posi- 
tion at a profit For that to occur, it will 
have to find investors willing to buy HE 
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stocks. It all turns on whether the HEMA 
has indeed bought shares at below their 
fundamental valuation. If not, share 
prices will slip and the speculators will be 
back. 

Hoechst 

Delivering on its promises has not been 
Hoechst's forte. So Investors should wel- 
come the sale of its paints business. Its 
marathon exit from chemicals has now 
just about reached half-way, and the 
DMSbn from venture capitalists EER will 
help to reduce DMl6tm of debt. 

Tn thia case. ggFHwg fh» Hpml rinna jg 

perhaps more important than bow tt was 
done. But the business ought to have been 
worth more to a trade buyer, particularly 
a German rival like BASF. The political 
barriers to such sensible restructuring 
seem to have inhibi ted the auction. A 
more serious question is bow long it will 
take Hoechst to get rid of its other chemi- 
cals units. The group should press on 
with floating Celanese and Ticona, even 
though the Aslan crisis is hitting perfor- 
mance. 

Meanwhile, Investors are still waiting 
for the em er gence of Hoechst as a genuine 
life sciences group, with the drugs subsid- 
iary Hoechst Marion Roussell at its heart 
It is a bit surprising that Hoechst gained 
the benefit of the doubt yesterday on 
HMR's progress. Achieving operating mar- 
gins of 20 per cent - roughly a third below 
its peers - has now been pushed back to 
2000. 

After deciding against spinning off this 


CONTENTS 


News 


Features 



. 2 

FrfttnrMR . 



s 


10 

International Mows - 

3 

ManaBennnVrachnoiogy 

8 


4 


11 


B 

Art* 

9 

UK News „ - - 

... 7 


9 

Mutter. 

12 

Analysis 

— - 10,11 



Archbishop Desmond Tlitu of Sooth Africa announces the release of 



.. 22 

Companies & Finance 

European Company Nows 16 

Aato-fladflc Company darn 17 

American Company Nows - . 14 

MnmattaBl Capflal Martats 20 

Markets 


BoncH) 

2D 

Bond tares and oplkns — >— 

20 

Short tem Interest rates 

21 


20 


21 


21 

FT/S&P-A World indices 

29 


19 

World stock mattes reports 

32 

Warid stack marite fldtogs 

29 


_ 2M7 

FTSE Actuaries UK share Men 

28 


28 

Dividends arouncad, IK 

18 

Maimed funds soviet 

. 23-25 


22 

FTSE GoU Mines Mm 

28 


FT.com 


KI NAM I, VI TIMES 


Directory of online services 
via FT EhRdravric^ufafishlng 

FT-cons In financial Thus unfa dte; 
orflne nows, comment and analysis. 

MpMHmJTxam 
Car ArMmk onto* ocNw 0 # Me taw 
of Ite newspaper shea Mf 1996. 

MfxMHawjKltiaJTxm 
Ww wwf eu teu lpioo i: Intorm teun . 
oflro aid onflna ordering. 

FT Annual Haports Santa onlne order- 
ing of anal or Interim reports and 
aocoots of T200 UK ptcs 

MtnHwKftaanta awaoSORMn 
City** how lo get share prices and mar- 

Ifofr rii ix 11 jl 8 l Im tAlw^tnfte jniifi 

iw. rapam oy inopixjno am rsuqck.' 

i^taitaiiMvtaRnJU 

, -i-a^a- |n_ Hu-n_nlmi II I Ml infill 

vrayss mi w « Kkmawwtfl anona 
autvqv. 

ht&/*wwJLcomfatwspapa/23&Nm 


anti-terrorism move 



business, the Hoechst board still has to 
prove it can manage it rigorously. While 
it Is true that the pipeline looks very 
promising, delivery has been patchy. But 
even a mediocre drugs company can take 
part in that industry's restructuring. That 
thought - alongside for instance a tanta- 
lising hint that Bayer might seek a part- 
ner - should give the shares further scope 
for recovery. 

Rentokil Initial 

Most other companies would celebrate a 

19 per cent increase in earnings. For 
Rentokil Initial it is the end of an era - 
the first time in 13 years that the business 
services group has missed its self-imposed 

20 per cent target Of course, this number 
was only ever intended as a goal. But 
given the iconic stature it has assumed 
over the past decade, the fact that Ranto- 
kfl chose not to smooth its interim results 
- a mere £Sm added to profits would have 
done it - is tailing. It suggests the man- 
agement does not see these six months as 
a blip, caused by sterling strength and 
Asian fall-out. 

Investors must now reassess Rentokfi's 
prospects. With a fair wind in the second 
half, the group may even squeak past 20 
per cent for 1998. Constant currency earn- 
ings growth In the first six months was 
still 26 per cent, after all. But most ana- 
lysts predict that, tarring acquisitions, 
growth will Can to around 1? per cent in 
1999 and 16. per cent in 2000. before set- 
tling in the mid-teens. While tMa remains 
enviable compared with average UK earn- 
ings growth of perhaps 4-6 per cent in 
1998, it will put pressure on Rentokil’s 
sky-high rating. Even after yesterday's 3 
per cent fall, the shares trade on a 60 per 
cent premium to the stock market 

But there is also a real opportunity here 
for Rentokil to wriggle off the 20 per cent 
hook. The management's obsession with 
earnings growth has led to a business 
model that is very successful at boosting 
margins but less so at developing growth 
opportunities, either internally or through 
strategic acquisitions. Underlying sales 
grew at only 6 per cent in the first half. 
And earnings per share is hardly the only, 
or even the best, measure of value cre- 
ation. Freed from its old mills tone, Rento- 
kil should genuinely concentrate on the 
long term. 


By' Robert Wrtgbt fin Dubliii 
and George Parker lo London 

The Irish government announced a 

"draconian" strengthening of its 

anti-terrorist laws yesterday, In the 
aftermath of the Omagh bombing 
which killed 28 people 
The measures will make it easier 
to Obtain convictions for member- 
ship of an outlawed organisation and 
a number of new offences are to be 
created. The courts will also be 
allowed to draw ah inference If 
someone accused of a terrorist 
offence or of belonging to an out- 
lawed organisation remains silent 
Bertie Ahern, the Irish prime min- 
ister, said he was determined to 
dissident republican groups. 
Including the so-called Real IRA 
which has admitted carrying out the 
Omagh. Northern Ireland, attack an 
Saturday. 

The group yesterday announced a 
suspension of its "military activi- 
ties” and Michael McEevitt, its 
alleged leader, went into biding. 

Mr Ahem said the new measures 
would provide a vital armoury for 
the police in securing convictions for 


terrorists based in the republic. The 
maximum ■ detention period under 
the Offences Against the State Acts, 
will be lengthened. from, 48 to 72 
hours. The Dail, the Irish parlia- 
ment, is also expected to create 4 
number of new offences — such as- 
gathering information for an unlaw- 
ful purpose - at a -special sitting 
when it is recalled from holiday in 
about two weeks' time. 

Mo Mowlam, . UK minister fpr 
Northern Ireland, said the measures 
announced by Dublin meant "we 
now have the strongest ever anti-ter- 
rorist measures across the whole of 
the island”. 

She was still considering how to 
strengthen British law to make it 
easier to secure the conviction of 
people tatongtag to a tanned organi- 
sation, such as the Real IRA. . 

Some of the new Irish measures 
already exist under British law, but 
she said: "I am c on sirt wing Crhfrn gpfl 
Similar to those which the Irish gov- 
ernment have announced today to 
make it easier to prove member- 
ship.” Government lawyers in Lon- 
don were last ni ght finalising details 
of the planned hew measures, to 


■ ensure they did not fall foul of the 
.European Convention of Human 
Ri ghts; The tough action taken .by 
Dublin reflects a resolute determina- 
.'Hofc on both sides of the tarder to 
b H minut e splinter republican groups; 
which' 'threaten jthe success Of the 
peace process. 

As Dublin London prepared to 
Ti ghten their anti-terrorist laws,, the 
Real IRA declared it was suspending 
its. “military operations", pending 
discussions on future strategy. - 

Michael McEevitt. has fled his 
home, in D undalk In fear that he 
might feme a revenge attack by an 
angry mob. 

» He went into hiding with his part- 
ner, Bernadette Sands. McEevitt, the 
sister of Bobby Sands, the IRA hun- 
ger' striker who starved himself . to 
death in .the Maze prison tn 1981. . . 

Welcoming the Real IRA ceasefire, 
Ms Sands McEevitt told RTE, the 
Irish broadcasting organisation: Tt 
is condemned. We will not condone 
it The loss of innocent lives c ann ot 
be justified." 

Analysis, Rage 7 
Editorial Comment, Page tl 


Judge begins moves t 
Bhutto on corruption 


to indict * 


By Fartian Bokhari in Islamabad 

A Swiss judge yesterday began legal 
proceedings to indict Benazir 
Bhutto, Pakistani opposition leader 
and former prime minister, on 
money laundering charges. 

Daniel. Devaud, a Geneva judge, 
told Reuters news agency he was 
formally taking Pakistan to charge 
Ms Bhutto with money laundering, 
linked to kickbacks from two Swiss 
companies - Socifete. Gdnferale de 
Surveillance (SGS), the world’s big- 
gest testing and inspection company, 
and Cotecna, formerly an SGS sub- 
sidiary. The companies, which car- 
ried out contracts in Pakistan during 
Ms Bhutto’s premiership, deny any 
wrongdoing by their executives or 
employees. 

The charges against Ms Bhutto are 
partly based on allegations that she 
paid $193,000 for a necklace with 
money from an account used to 
launder money. 

The same magistrate indicted 
three Swiss citizens, including a for- 
mer senior executive of SGS. in 
June. Last month he indicted Arif 


taad nr Car*** Pnm iMri kguMta By MK> 


Ali Zardari, Ms Bhutto's jaded hue- 
band, on related money laundering 
charges. . J 

Ms Bhutto's oppos ition Pakistan 
People's party (PPP) said the court 
proceedings abroad were Illegal and 
in tad faith because they were based 
on “one-sided and concocted evi- 
dence”. 

It warned the government against 
accepting - documents from Swiss 
authorities, explaining: "The Paki- 
stani .supreme court has already 
restrained the government from 
entering into any correspondence 
with the Swiss authorities on the 
subject, and therefore, any indict- 
ment papers cannot be served on the 
Pakistani government.*' 

The government of Nawaz Sharif, 
the Pakistani prime minister, has 
accused Ms Bhutto and Mr Zardari 
of putting millions of dollars earned 
from kickbacks into bank accounts 
and property investments outside 
Pakistan. 

Ms Bhutto has denied all charges 
of corruption. She said this week 
that the Pakistani government had 
fabricated evidence to malign her 


and to mislead the Swiss investiga- 
tion. “He [the. judge] is going on 
what the P akistani government has 
provided him," she said. 
.Yesterday In Karachi, the 
southern port city where Mr Zardari 
is in jall, a small group of opposition 
activists gathered outside the Swiss 
consulate to chant slogans. A tanner 
read: "We condemn partiality of 
Swiss government.” 

Ms Bhutto is on trial in Lahore on 
related corruption charges, which 
she claims are also the' product of a 
political vendetta against her and 
her famil y. She appears to be plan- 
ning to step up her political fight 
against Mr Sharif, whom she accuses 
of widening the division between the 
centre of the country and the prov- 
inces. and of ruining- the country’s 
economy. 

The first in a series of opposition 
, rallies is expected to take place in 
the Punjab, Hr Sharif s home prov- 
ince, early next month. Ms Bhutto 
has demanded Mr Sharif's resigna- 
tion, paving the way for the creation 
of an interim government, which 
would then hold fresh elections. 
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FT WEATHER GUIDE 


Europe today 

Northern and western Scandinavia 
wU be showery. More prolonged 
nrin will move into southern Nor- 
way and Denmark. Sweden wtfl be 
drier with sunny spefla in the south. 
North-west and central Europe wifi 
have sunny spots but steady rain 
wtt spread into the far north-west 
and Alpine regions wffl continue to 
have thundery showers. Thunder- 
storms w* also affect the Baflcans 
but the rest of the Mediterranean 
wffl be hot and sunny. The Iberian 
Peninsular wffl be hot and sunny 
but the north wffl have showers. 
Five-day forecast 
htah of Scandinavia wiR have 

showers or steady rein but eastern 
parts wM ta drier. North-west and 
central Europe wB be mainly fine 
but rain wfll affect the far north- 
west The Alps and the Baflcans 
Will have thundery showers but the 
rest of the Mediterranean w® be 
hot and sunny. 
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The eagfe's eye highlights a particular area of interest -within its expansive 
field of view by an extraordinaiy ability to magnify that area by some two 
and a half times. - 

Vision that delivers. 

To focus on the kind of potential in a business that we put a high value, on and 
are prepared to pay for also takes a particular vision. Vision that we back with 
the £850 million Canddver. 1997 Fund. Vision that defivers. 


Tha Canoover 1997 Fund Invests In larger UK and C on tinental Eiwpean buyouts ranging trom CSOm » Clbn; " 
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Hong Kong sets the pace as 
equities rally moves to Asia 

The rally on world stock markets spread to Asia 
yesterday, but European and US markets failed 
to maintain the momentum. Hong Kong Jumped 
nearly 6 per cent, amid signs that authorities 
were again intervening to support share prices, ■ 

and Tokyo gained 2 per cent Page 32 

Curtain call for IGik Kokorfan 

\t can only be a matter 
of time before Metro-' 
GtoldwyrwMayer passes 
for the third, and prob- 
ably the last, time out 
of the control of octo- 
genarian investor Kirk 
Kerkorian (left). The ' 
only uncertainties are ' 
where the tarn studio 
win end up, and 
whether the master 
wheeler-dealer can exit 
without a loss. A buyer is likely to emerge from 
the ranks of Intagrated entertainment and media 
groups anxious to take over MGM’s vast laxary 
of films and television programmes. Page 14 

Foreign investors fee! the pinch 

Foreign Investors in Russia are starring to 
understand what the locals have been com- 
plaining about for years - that the Russian 
government does not pay their wages bn time, 
and that many banks and companies are run ' 
solely for the benefit of insklens. Page 32 

Talks begin on seabed minerals code 

The International Seabed Authority, the UN 
agency that administers the Law of the Sea 
treaty, has started talks on a code to govern the 
recovery of minerals from the seabed. Page 22 

Drought cuts Indonesian rice output 

The severe drought over the past year in Indon- 
esia has cut rice production by 6.25 per cent' 
damaging the country's hopes of a return to 
self-sufficiency in the food staple. Page 22 

Profit-takers boost yen 

The yen gained ground as investors took profits 
on the dollar’s surge to an eight-year high 
against the Japanese currency. The yen closed 
In London at 143.0 to the dollar. Page 20 

Singapore presses on with reforms 

Despite a sharp fafl In profits at Singapore's big - 
four banks this year, the government Is pressing 
ahead with its rapid reform of the financial sec- 
tor, knowing the city-state's banking system Is 
well placed to handle the pressure. PRge 17 

Fan In OTC derivatives activity 

Activity in over-the-counter derivatives fed i^v the 
second half of last year as a result '-of the Asian 
crisis and the impact of European economic 
and monetary union, the International Swaps 
and Derivatives Association said. Page 20 
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reports profits of $ 228 m 


By Tobias Beck to Frankfort 


Krupp, the German 
engineering and steel group, 
yesterday set the scene for its 
planned merger with Thyssen 

by reporting a doubling of 
profits in the first, half, boosted 
by strong -performance in its 
automotive division. 

Pre-tax profits jumped to 
DM41 lm <$22fim) from DM20to 
in the first hair of 1997, slightly 
above analysts' expectations. 
Krupp shares initially rose 5 
per cent on the news before 
closing up DM10 at DM296.5. 

Krupp said preparations for 
the merger with Thyssen, the 
German steel and industrial 
group, were running to sched- 
ule. Shareholders' wfD . vote on 


Strong first half for German group ahead of Thyssen merger 


the deal - creating Germany's 
fifth largest industrial group 
with sales of around DMTObn - 
at two meetings in November 
and December. The formal 
merger wifi not take place 
until March but the new group 
will consolidate financial 
reporting from this October. 

The two companies agreed to 
merge alter Krupp launched a 
failed hostile takeover bid for 
Thyssen to March 1987. A long . 
fight for Thyssen Krupp ’s top 
post ended in a compromise 
upder which the new company 
will be headed jointly by Ger- 
hard Cromme, Krapp's chief 
executive, and Ekkehard 


Schulz, his counterpart at 
Thyssen. Krupp said yesterday 
it expected a “considerably 
higher profit" for the fiscal 
year exuding September 30 than 
over the same period in 1997, 
adding that shareholders could 
expect "a dividend reflecting 
the positive course of busi- 
ness”. The 1998 fiscal year is 
being cut to *rir«» mon th* to 
bring its year-end into line 
with Thyasen'a. 

AH divisions had contributed 
to the profit increase, with par- 
ticularly strong earnings 
growth In Krapp’s industrial 
and automotive divisions and 
its NIrusta stamina* steels sub- 


sidiary, in which Thyssen has 
a 40 per ten* stake. Earnings 

from Thyssen Krupp Stahl, the 
two Companies’ evicting joint 
venture making quality flat- 
rolled steeL were not included 
in yesterday’s results, as Thys- 
sen holds a majority stake. 

Krapp's first half sales were 
up 3 per cent to DMil.63hn. 
The automotive division, prof- 
iting from a global upswing in 
the industry, repeated strong 
growth with first half sales of 
DM2.i0bn, up 32 per cent. 
Order intakes rose by 36 per 
cent to DM2.i2hn. The indus- 
trial division, Krapp's largest, 
recorded a 2 per cent rise in 


first half year sales to 
DM&Oobn and booked orders 
worth DMR24bn. a 3 per cent 
drop from the first six months 
of last year. 

The group's plant construc- 
tion business secured orders 
worth DML75bn in the first six 
months of 1398, a year-on-year 
increase of 43 per cent 

Group orders rose from 
DM11.87bn in the first half of 
1997 to DMl2-55bp this year. 

Thyssen and Krupp will 
announce share exchange 
ratios on September 11. fol- 
lowed by extraordinary super- 
visory board meetings to pre- 
pare the two shareholders' 
mpoHng q later thin year. 
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Bandai brings succour to music lovers 


Japan's Bandai, which 
invented the tamagotcN- virtual 
pet, is to produce battery 
(foerated vBxatinf} loiGpops 
that conduct music to the 
user's inner ear tfvough toeir 


skull and are inaudible to 
anyone etea The- Silent Shout 
was Invented In the US and 
will launch In Japan next 
month at a a price of 1,480 
yen (Slflj. Afrned at young 


women. It will play tunes in 
four different styles, ranging 
from hip-hop to relaxing. 
Bandai hopes to sell a milHon 
of them within six months of 
the laiffich. Picture: Reuters 
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Rokke restructures assets 
into Oslo-quoted company 


By VUsrta SUM faOato 


Ejell Inge Rokke. the 
acquisitive Norwegian entre- 
preneur. unveiled a sweeping 
NKrLSTbn <S2Mm) restructur- 
ing of his shipbuilding- to- 
seafood empire yesterday, 
creating Scandinavia’s most 
diverse con gl ome ra te . ~ 

Mr Rokke, whose Interests 
span insurance, construction 
and football, announced plans 
to sell a large portion of assets 
controlled by TEG, his private 
investment company, to Aker 
Rd, the Oslo-Hated conglomer- 
ate where he is chairman. 

Mr Rokke, who started with 
a trawler fleet in the 1980s, 
said the complex series of 
transactions would increase 
transparency of the Aker port- 
folio and clarify the relation- 
ship between the quoted com- 
pany and his private interests. 

But AkerRGrs most com- 
monly trade B shares fell NKx4 
to Nkr99 as analysts reacted 
sceptically. 

"People are not sure what 


Rokke is going to do in terms 
of creating value for the com- 
pany,” said Christar Roth, a 
senior analyst at Karl Johan 
Foods in Oslo. 

- Mr Rokke tried to pre-empt 
market concerns by pledging 
to focus on Aker RGI.as his 
core investment area, and said 
he would remain its “active 
chairman" for five years, as 
; long as he maintains more 
than 40 per cent of the shares. 

The move follows his recent 
NkriL&m bid to acquire major- 
ity control of Aker RGL Earlier 
this month, he increased bis 
stake from 32.7 per cent to 65.2 
per cent, after offering share- 
holders NKrl20 per share for 
its A voting lights and NKrllO 
for the B shares. 

Yesterday, the Aker board 
announced it bad agreed to 
pay him NKrl.Olbn for his 
interests In Storebrand, Nor- 
way’s largest insurer group, 
along with these in Gefion, the 
Danish investment company, 
and Wyndmore, the vehicle 
which controls SO per cent of 


London’s Wimbledon football 
dub. 

It said it would also take 
over a “forward contract" held 
by Mr Rokke over 9.64m Stare- 
brand. shares at NKr58 a share, 
or wtwmBt NKrS60m- 

Of the various transactions 
involved, the largest was the 
acquisition of TRG’s 40 per 
cent stake in the Danish 
investment company Gefion 
for approximately NKr688m. 

Aker RGTs board said it 
would also pay NKritflm to 
take over Mr Rokke’s 4.5m 
shares in Storebrand. 

Separately, the company wfll 
pay NKrl34m for TRG's soccer 
investments. 

Those assets are held 
through TRG’s 51 per. cent 
stake in Wyndmore, which 
controls Wimbledon and 100 
per cent of Molde, the Norwe- 
gian club In the west coast 
town where Mr Rokke grew 
up, along with ' childhood 
friend Bjorn Rune Gjelsten. 
who is now chief executive of 
Aker RGL 


Omnicom arm expands in 
Asia with Japanese stake 


By Alexandre Harney h Tokyo 
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TBWA* the UK advertising 
company; Is buying a majority 
stake in Nippo, the unlisted 
Japanese agency, to expand its 

presence in Aria. 

“Japan is a key market ft 
was tiie one piece missing in 
our international network,* 
said M ichael Greenlees, presi- 
dent of TBWA, which is part of 
Omnicom of the ' US, the 
world’s largest advertising 
group. 

The deal is the second tie-up 
this month between a foreign 
advertising group and a Japa- 
nese agency: two weeks ago 
WPP of the UK bought a 20 piar 
cent stake in Asatsu, Japan’s 
third largest agency. - 

Foreign , advertising groups 
are moving into Japan follow- 
ing the growth of US and Euro- 
pean companies entering the 
country, particularly in the! 
deregulating financial sector. 
This makes the Japanese mar- 
ket attractive tomuffinatkaial 
advertising companies, which 


previously found it hard to 
overcome the tight links 
between Japanese agencies 

and domestic eltowfeg. 

TBWA said it would pur- 
chase as much as 70 per cent 
of equity in Nippo, bat did not 
comment on the cost of its 
Investment. It said the acquisi- 
tion would take place in Sep- 
tember or October after negoti- 
ations with Nippo 
shareholders. 

Nissan, the Japanese car- 
maker, owns 55.3 per cent of 
Nippo while Tokyo Tomin 
Bank is the second largest 
shareholder with 17JB per cent 
Undo: the terms of the deal 
Nissan’s stake would foil to 
-about 10 per cent . 

Takeshi Tanuma, president 
of Nippo, will head the new 
group. Three TBWA execu- 
tives, including Mr Greenlees, 
win join the board of Nippo. 

The deal, which was 
arranged by Omnicon, was 
motivated by the similarity in 
clients and creative strategies 
between the groups, the com- 


panies said. TBWA's global 
accounts include Nissan and 
Apple Computer. It has also 
done work far Sony in the US. 

Nippo makes advertisements 
for Nissan in Japan, as well as 
Hewlett Packard, the computer 
group, and Hitachi, the elec- 
tronics manufacturer. Last 
year; profits totalled Y*L7bn 
(832.4m) on sales pf YSOifon. 
Almost all its revenues came 
from domestic citegts. 

TBWA, which posted S8G9m 
in net earnings last year, has 
moved to strengthen its net- 
works in Asia and Europe 
recently. Earlier this year, it 
merged with GGT, the UK 
marketing group* and pur- 
chased Thompson Worldwide, 
the US agency based in Hong 
Kong; It also has offices in 
China, and has announced 
plans to open offices in Malay- 
sia, South Korea and Taiwan. 

However, analysts were 
sceptical of the group’s pros- 
pects in the Japanese market, 
winch is dominated by Dsitsu 
and Hakuhodo. 


Dell shares leap 
as earnings rise 


By Louise Kflboe In San Frenrisco 


Dell Computer shares jumped 
to a record high yesterday 
after the direct seller of per- 
sonal computers reported 
much-higher-th&n-expected 
second quarter earnings and 
announced plans for a stock 
split. 

In early trading Dell scared 
to 812111, up 11 per cent from 
Tuesday’s dose of 8109ft. By 
midday, the stock had 
retreated to $118, but was still 
up 8 per cent 

This put Dell's market value 
at more than $70bn and made 
Michael Dell, the company's 
young founder, one of the 
wealthiest individuals in the 
US, with a net worth of more 

than $Hhn. 

After the close of trading on 
Tuesday, Dell reported a 72 per 
cent surge in earnings per 
share, to 50 cents a share, with 
revenues up 54 per cent at 
$4.3bn for the second fiscal 
quarter, ended August 2. The 
company also announced a 
2-for-i stock split, the sixth in 
its history a nd the second this 
year. 

Dell's results were all the 
more extraordinary because its 
competitors is the personal 
computer industry, in particu- 
lar Compaq Computer and 
Hewlett-Packard, have shown 
lacklustre performance in 
recent months. 

HP, which announced its 
quarterly results earlier this 
week, was pleased to report 
that its PC operations had per- 
formed “a bit better" than in 
the previous quarter. “Growth 
picked up and PCs were profit- 
able, a nice change from the 
second quarter," said Bob 


Wayman, HP chief financial 
officer. 

Similarly. Compaq Com- 
puter, which reported its sec- 
ond quarter results in July, 
achieved only a modest operat- 
ing profit for the quarter as it 
moved to reduce inventories 
among its distributors. Com- 
paq is also in the midst of 
assimilating Digital Equip- 
ment, the broad line computer 
manufacturer it acquired in 
June. 

In contrast, Dell seems to be 
moving from strength to 
strength. Over the past year, it 
has consistently outpaced the 
growth of the rest of the PC 
industry, achieving results 
that delighted Wall Street 

Dell, based in Round Rock, 
Texas, made its name by sell- 
ing PCs over the telephone and 
has stuck to a “direct" sales 
model - selling either through 
its own sales force or via the 
internet as well as by mail 
order. 

Beyond creating an efficient 
and convenient means of deliv- 
ering computers to end users, 
the direct sales model bag also 
enabled Dell to avoid the prob- 
lems of overstocked shelves of 
distributors, resellers and 
retailers. 

Dell's sales in . the Asia- 
Pacific region also grew 34 per 
cent to $29 Qol a small portion 
of its overall sales. 

Perhaps the only cloud on 
Dell’s horizon is a decline In 
the average selling price of its 
products. In this regard, it has 
been unable to buck industry 
trends. However, the recent 
introduction of high perfor- 
mance servers could help to 
boost average prices, analysts 
said. 


Mitsubishi 
and Nissan 
debt rating 
lowered by 
Moody’s 

By Kbazem Merchant In Tokyo 

The long-term debt ratings of 
the Nissan and Mitsubishi 
motor groups, the second and 
third largest Japanese car- 
makers. were downgraded yes- 
terday to one notch above 
speculative grade, or “junk 
bond status", by Moody’s, the 
US credit agency. 

The downgrades reflected 
the difficulties in Japan's econ- 
omy. which is stuck in its 
worst recession in 50 years, 
and the collapse of sales in tra- 
ditionally strong Asian mar- 
kets because of the regional 
flwaniybtl crisis. 

New car registrations in 
Japan were down 8.4 per cent 
in July, year-on-year, accord- 
ing to an industry group. Nis- 
san's fell 9.1 per cent and Mit- 
subishi's 21.6 per cent 

The two are the weakest per- 
formers of the country's car- 
makers, both reporting losses 
last year. Their downward re- 
rating follows similar reviews 
in recent weeks for other 
blue-chip names, such as All 
Nippon Airways, and raises 
concerns that Japan's banking 
crisis could soon lead to a big 
corporate casualty. 

Japan's recession has so far 
yielded only medium sized 
casualties, most recently Mita 
Industrial the copier group. 

Moody's lowered Nissan's 
long-term rating by two 
notches to Baa3 from. Baal, cit- 
ing its weak financial perfor- 
mance in Asian and US mar- 
kets. which account for 70 per 
cent of annual sales.' Mitsubi- 
shi's rating was lowered one 
notch from Baa2 to Baa3 on 
concerns over weak earning s 
and likely difficulty in restor- 
ing long-term profitability. 

Last month Mitsubishi 
brought forward by 12 months 
plans to eliminate 2,000 jobs as 
part of a strategy to cut costs 
by Y350m (*2.4m) by March 
2000. Like Mitsubishi, Nissan 
is selling assets to reduce debt 

Moody's said Mitsubishi was 
unlikely to “regain its earn- 
ings momentum over the near 
and possibly medium term>” 
adding that it had not kept up 
with the pace of new product 
introductions in its market 

It said Nissan was likely to 
encounter difficulties in gener- 
ating savings to reduce debt 
Given the economic condi- 
tions in Japan, some of the 
asset sale values may come in 
below expectations.” 


MORSE 


Every man is the 
architect of his 
own good fortune 


Today, computers run applications right at the core 
of businesses, like SAP. With e-commerce, the 
internet and a growing trend towards global 
operations, many companies today regard any 
computer down-time as potentially catastrophic. 

Morse is in business to help you plat and implement 
systems which are resffient and manageable, and 
that wffl keep pace with expanding demands. We 
have a range of sofotons appropriate to the level of 
computer down-time acceptable to your business. 

As SAP partners and SAP users ourselves, no-one 
is better placed to help you achieve the best whfet 
planning for the worst 

To speak to a consultant or for our SAP brochure, 
call 0800 228888 or visit wwwjnorse^om. 
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PERSONAL COMPUTERS ANALYSTS QUESTION WHETHER GROUP CAN SUSTAIN SALES MOMENTUM AND JUSTIFY STOCK PRICE RISE 


Apple shares climb on iMac success hopes 


By John Labate to New York 
and Louisa Kehoe 
In San Francisco 


Shares in Apple Computer 
rose to their highest point in 
almost three years yester- 
day, on hopes that its latest 
attempt at a tumround prod- 
uct, the IMac, will prove a 
lasting hit with consumers. 

Apple shares, which trade 
on Nasdaq, have climbed 
more than 13 per cent since 
last week, trading at $42% by 
midday yesterday. That com- 


pares with a 52-week closing 
low of $13% in December. 

The company launched a 
8100m advertising campaign 
last week to promote the 
iMac. a futuristic-sty led 
home computer which 
marks Apple's entry into the 
low-price consumer segment 
of the PC market after an 
absence of nearly two years. 

So far, Apple's advertising 
blitz appears to be paying 
off. When the iMac went on 
sale in the US last weekend, 
consumers flocked to buy it 


According to testimonials 
from retail executives. fMacs 
were “flying off the shelves”. 

However, analysts ques- 
tion whether Apple can sus- 
tain the momentum and jus- 
tify the rise in its share 
price. 

“People are betting that 
Apple’s two-year prospects 
are better than it looks 
rather than worse than it 
looks," said Mark Speaker, 
computer analyst at Sound- 
View Financial. “The real 
question is whether they are 


going to be able to sustain 
this momentum and grow 
their installed base” 

In recent years, consumers 
and businesses have been 
moving away from the Apple 
Macintosh to lower-priced 
standard PCs running the 
Microsoft Windows operat- 
ing sy stem. 

Apple's share of the world 
PC market has shrunk from 
about 10 per cent three years 
ago, to about 3 per cent Yet 
under the direction of Steve 
Jobs. Apple co-founder and 


interim chief executive, 
Apple appears to be recover- 
ing ground. 

The company’s problem, 
some argue, is that the iMac 
is more glitz than substance. 
“There's really nothing dif- 
ferent [about the iMac] other' 
than the packaging around 
it. It’s a new skin fra: an old 
operating system.” said Tom . 
Rhinelander , analyst at For- 
rester Research in Cam- 
bridge. Massachusetts. He 
added that the iMac needed 
to continue to sell well in 


the fourth quarter before it 
could be judged a success. 

Further concern centres 
on Apple's ability to keep, 
.pace with the demand that 
the iMac advertising cam- 
paign may g ene ra t e and Its 
history of new product 
glitches. 

For the moment, however, 
c o n s umer s and In ves t or s are 
excited by Apple's bold mar- 
keting efforts and are taking 
a second look at the com- 
pany for the first time in 
several years. 


Gabelli’s theory catches the mood 

Elaborate investment approach reaps above average returns, writes John Authors 


G abelli Funds does not 
approach the size of the 
giants of the industry, 
such as Fidelity or Pennsyl- 
vania’s Vanguard Group. 
But its rigorous “value" 
style of investing seems to 
be catching the mood of the 
moment 

Last year, its 10 US diver- 
sified equity fluids averaged 
a gain of 3L7 per cent the 
best of any US mutual fund 
group and ahead of the 21.7 
per cent industry average. 
This earned Mario Gabelli, 
who set up the group in 1977, 
tHo title of “fond manager of 
the year” from Chicago- 
based Momingstar, - a rat- 
ing which will help it attract 
funds from small in ve s t ors. 

Mr Gabelli is one of the 
most famous investors in the 
US, and his photograph 
appears on the front of the 
prospectus for every fund. 
He has an elaborate 
approach to investing, which 
is central to an the compa- 
ny’s marketing. 

The corporate logo is a pic- 
torial demonstration of Mr 
Gabelli’s theory of stock- 
picking and it must he 


Tnmantngiess to any layman. 

A triangle sits on top of a 
base labelled “research". Its 
three sides are labelled 
“EPS". “PMV”, and “Cash 
Flow”. Each of these draws 
up to a central triangle 
labelled “management". 

“EPS" - earnings per 
share - may be familiar, but 
“PMV" (Private Market 
Value! is a concept devel- 
oped by Mr Gabelli. It refers 
to a company's value in a 
private market transaction. 

Informed business execu- 
tives might decide to buy a 
company, or part of it, and 
take it private. The calcula- 
tions such an e n tr epre neur 
would use are often d iffe rent 
from the standard valuation 
measures used by the public 
market 

Therefore, Mr Gabelli asks 
the following question about 
a company: “If you were an 
informed industrialist or a 
very wealthy person, what 
would you pay for the entire 
company?” If this figure, the 
PMV, is substantially 
greater than the market 
value. Mr Gabelli says, “T get 
excited”. 


PMV can vary as sharply 
as a company’s share price, 
so It is monitored closely. 
Companies should also have 
a strong cash How. 

Finally, Mr Gabelli looks 
for a “catalyst" which could 
unlock the private market 
value. This often comes from 
a company’s management, 
so Mr Gabelli and his other 
fund managers set great 
store by visiting directors. 

The large number of merg- 
ers and acq uisi tions, particu- 
larly in the media and tele- 
communications sectors, in 
which the firm specialises, 
offers plenty of catalysts for 
a company’s value to be 
unlocked, arai Gabelli fund 
managers look for signs that 
a stock might come into 
play. 

Mr Gabelli farmed his the- 
ories at New York’s Colum- 
bia Business School, 
regarded as the birthplace of 
“value investing”. 

His approach extends 
beyond the US. as the com- 
pany has recognised that 
value can often he found In 
foreign markets. 

There is no attempt at 


“tojktown" asset allocation. 
Value investors look at indi- 
vidual stocks, rather than at 
broad sectors, and do not 
attempt to gauge broader 
economic factors. Instead, its 
intorn at jPTinl funds ♦•end to 
be concentrated on specific 
sectors. In industries that 
can be treated globally, such 
as multimedia and telecoms. 

T ins led to the gloriously 
named “Gabelli Global 
Interactive Couch Potato 
Fund", which invests In 
entertainment, media and 
communications companies 
globally. The company looks 
for the best fund managers, 
and gives them autonomy. 
Funds are entrusted to a 
tiny group of people, while 
overheads are kept to a mini- 
mum. Gabelli’s haad office in 
Rye, on the outskirts of New 
York, is small and austere. 
The company even survives 
without a receptionist This 
approach is then sold 
directly to investois. ■ 

“Our historical philosophy 
was that we wanted to mar- 
ket directly to the con- 
sumer," Mr Gabelli said. 
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“We just basically followed 
the Fidelity approach. Now 
there’ 5 a proliferation of 
media and funds which cre- 
ate clutter. Our brand was 
well known.” 

This summer, Mr GabeDi 
was sanguine about the pros- 
pects for the US market as a 
whole, which many believe 
to be overvalued. The mar 
ket at these levels has no 
margin of safety. Tin in the 


camp that you’ll have a 30 
pra- cent correction sometime 
in the next five years. The 
problem is from what leveL" 
But that would not. on his 
theory, necessarily . be a 
problem. “Whet we started 
this company in 1977. the 
market was at LOOOl In 1982, 
it was still at L0OO. During 
that period we compounded 
assets at 38 per cent per 
year." 


Small investors hold tight amid turbulent markets 


Small investors have been 
holding ti ght during the 
market turbulence of the 
past few weeks, although 
some funds have survived 
better than others, writes 
John Anthers in New York. 

The latest, highly prelimi- 
nary estimates from Trim 
Tabs Financial Services, 
which monitors mutual-fund 


cash Dows, suggests that 
$1.7bn flowed out of 593 
“aggressive growth” funds 
on Friday last week, and 
Monday this week. Looking 
for companies with East-ris- 
ing ear ning s, these funds 
now appear risky. 

On the Trim Tabs figures, 
bond funds gained, while 
“growth and Income" equity 


funds, which also invest in 
companies with a high divi- 
dend yield, have suffered fire 
lowest outflows. 

However, there is little evi- 
dence investors will move 
strongly into “value" fonds. 
Several mutual-fund market- 
ers regard value investing, 
where fund managers aim 
for companies with low 


price-eamings multiples 
which look under-valued, as 
potentially a ttra ct iv e when 
markets are turbulent. • 
Janus, a Denver-based 
mutual fund group which 
invests in companies on fun- 
damentals rather than on 
market trends, has managed 
the fastest growth in assets 
of any of the large invest- 


ment groups, according to 
Financial Research of Bos- 
ton. It is 'the 12th largest 
supplier of long-term irmfiml 
funds, with $63.3bn under 
management at the gnd of 
June. Its assets had grown 7 
per cent in June alone, and 
48 per cent over the previous 
12 months. 

Vanguard of Pennsylvania, 


which leads the industry in 
sales, reported that July had 
matched its highest inflo ws 

to equities. Bond funds have 
increased inflows by much 
more than equity funds, but 
Vanguard said it was still 
gaining positive flows erf 
cash into equities this 
month, with still no sign of 
net redemptions. . I 


news DIGEST 
CHIP M ANUFACTURE 

LSI Logic blames sales 
dip on industry slowdown 

SSSd Seta««than 

told shareholders to expert fat teJSffSaiS '* 

forcing brokers to cut earnings estimates frwn 

staSto 24 cents. Yestrariay . 

as the company predicted a drop cent m wa- 

rm with earnings per share In themto 

The oompany Warned the wamh«w thet^vow 

slowdown ih the semiconductor induStr Y 

forecasting a drop In sales of between2and 10 P« owrt 

formHowever, LSI said 

would Improve over the next 12 months. By mUrm. ttm 
^Wectown $24 to ISff. This compares with a high 
of more than $58 in September 1995. 

Roger Taylor, San Francisco 


Power bidders announced 

FTV. the Venezuelan privatisation agency, yestwdaypuj> 

fished the fist of 14 qualifying consortia m 

power system on Margarita Island, off 

bean coast The fist includes groups ted by PorttoidGan- 

eral Electric, tlfinois Power Company of the US. Barbados 

Power and Light, as weB as Argentina’s Pdrez Com pane. 

FW w» tender a 70 per cert stake in the P°wer systfflTi 
on September 15. The sale has been repeatedly delayed 
over regulatory and legislative uncertainty. Bidders wih 
have to make a $4m deposit a week before Ibe mtetewto 
avoid their last-minute withdrawal, as happened with the 
aluminium privatisation last July. 

The complex is estimated to be worth between S40m 
and $60m and the base price Is to be announced m Sep- 
tember. Raymond Gofitt, Caracas 


Goodyear to lift Nippon stake 

Goodyear Tire & Rubber, the US-based group. Is to Wt its 
stake In the Nippon Giant Tire joint venture in Japan, 
which makes earth mover tyres, from 50 to 65 per cent, by 
buying out the bulk of the holding belonging to Mitsubishi 
Corporation. Toyo Tke and Rubber, the third partner in toe 
venture, wifi retain its 30 per cent interest, and Mitsubishi's 
stake will fell to 5 percent 

Meanwhile, toe three partners said that they Intended to 
Invest a further $65m In toe venture, which was formed in 
1985. This should lift capacity at toe joint venture, which 
operates a tyre plant in western Japan, from 1.250 tonnes 
to 2,000 tonnes a month 2001. Nikki Taft. Chicago 

CAR MAKING 


GM set for engine plant 

General Motors, the largest of the US automotive manu- 
facturers, confirmed yesterday that ft would go ahead with 
the new engine plant in Flint, the Michigan city home to 
the recent strikes at two parts plants. Construction of the 
new eng be plant which wfll employ about 700 people, is 
scheduled to start this month, the company said yester- 
day. Nikki Taft 


NEW WITS LIMITED 

(Incorporated in rhe Republic of Soak Africa -Registration Noj03KJ4822JO6i 

(“New Wits") 


Proposed unb undling by New Wits of its portfolio of listed investments 


1. INTRODUCTION 

Further to (ha cautionary amounoemant pubftshad on 15 May 1998. and subsequont 
cautionary announcements published In this regard. Standard Corporate and 
Merchant Bank Is authorised to announce that the board of rfirectors of New Wits has 
proposed, subject to the fulfilment of the conditions precedent as outlined ih 
paragraph 8 below, to unbundle New Wits' Interests (“the affected shares’) in the 
following companies (collectively referred to as "the affected companies') to Its 
ordinary aharehoklera (The unbundling”) registered as Such at 17:30 (South African 
time) on Friday. 16 October 1998 [the record date*): 

- Anglo American Investment Trust Limited (Registration number G5A08081/06)(‘Arwfrtrit’); 

- Anglo American Platinum Corporation Limited (Registration number 
O»2245S/09rAniplata1- 

- Angtogoid Limited {Registration nwnber 05/l7354/06K - AnglogoW'); 

- Commer c ial Union of South Africa Limited (Registration number 64/06856/06) 
(“Commercial UntorT; 

- Gold Fields UmBad (Registration number 97/19961/0^00.^; 

- Gold Rekla of South Africa Limited (Regtatnrikm number 05/041 81/O0)fGFSA”): 

- Northern Ptettmen Limited (Registration nurrtxir 77AM282/06){ , Ttorth«r7’7; 

- The Randfontein Estates Gold Mining Company. Wtawatersrand, Limited (Registration 
number 0lA)025i/06K'Randfontein*); 

- Saaol Lftnftad (Reg ist r atio n mewbar 7&P328l/06)fSaaor): 

- Uogeistntisbult Metal Holdings Limited (Registration number 05/D4346/06)C l Uogals’); 
and 

- Western Areas Gold Mining Company Limited (Registration number 
5»D32oart»)rvye«wn Areaarj. 

2. RATIONALE FOR THE UNBUNDLING 

New WBs Is currently quoted on the Joha nn esburg Stock Exchange (The JSE") and the 
London Stock Exchange (“the LSE”) and holds investments In mining, financial and 
industrial shares. 

The market price of New Whs' shares has been trading at a large discount to the 
oompanyh undertytng net asset vahw. In this regard, the directors of New WBs announced 
the* resolve to actively prnue mem of elmlnatrng tWa discount, as stated in the Interim 
Report for the six months ended 31 December 1997 which was pubBahad on 19 January 
1998. The intention of the proposed unbinding by New Whs of Its shareholdings in the 
affected companies fs therefore to untack the value of the New Wfta shares. The 
successful completion of the unbundling wfl enable New Wits shareholders to hold 
draetty those numbers of shares in the affected companies equivalent to their Indirect 
effective interest In the dfected compani es prior to the Imp ton a n tettan at the refoundUng. 
In addition, the unbundling wiB benefit Investor s in that ft vriR allow them to adlust their 
portfoBos to sutt their individual needs. 

3. THE UNBUNDLING 

Subject to the fulfilment of the oantfltio na precedent as outifoed in paragraph 8 befoul the 
board of tfirectors of New WHs propose that New Wits (fis h tbute , by way of a reduction In ■ 
the ahara premium aocount of New WHs (“the capital reduction") In terms of section 84 of 
the Companfsa Act, No.61 of 1973, as amended (the Companies Act”) and by way of a 
dividend in spacte. the affected shares to New We shareholder s In terms of section 60 of 
the Income Tax Act, No.113 of 1993, as amended (The Tax Act"). The effective time and 
data of the unbuwfing wBf be 1JHX) (South African time) on Friday, 16 October 1998 (*the 
effective date*). 

The unbundfing wfi result In New Wts shareholders rscafvSig those numbers of affected 
shares, and/br the cash aqufeatent In respect of fractional on tit fam ant a . as identified In the 
table betow, for ev«y 100 New WBs shares, or multiples thereof, held on tire record date, 
the number of affected shares to which New WHs shareholders ere entitled in terms of the 
unbundling has been calculated In accordance with the ratio which the number of affected 
shares held by New Wits on the record dido wfll boar to the total manbor of New Wits 


during the week ending Friday, 18 October 1998 wfll be for immedate sattiemanL 

4. FRACTIONAL ENTITLEMENTS 

Fractional e ntittemunl a to affected shams arising from tin unbunding wfl be aggregated 
and sold by New WHa on tire JSE tor cssh on Monday. 10 October 1998. However; staid 
there be no trade cm the JSE in any or afl rf ihe affected shares on the effective date. New 
Wits undertakes to sal the affected shares In respect of fractional entitiamente as soon as 
posstote thereafter. 7ha proceeds of such sake, net of costs;' w*J be rerrrttsd to the New 

WBs shareholders concerned on Monday, 26 October 1998." * 

/ 

5. ODD LOT FACILITY 

New Whs shsrahotders are advfsed that odd tots of affected shares arising from the 
unbundlhg may be deposed of by ufflWng the odd lot CscCty provided by ihe JSE 

6. APPROVAL BY THE SOUTH AFWCAN REVENUE SSOftCES 

The South African Revenue Services has approved the unbuncfflng as an "unbundBng 
transaction'* as defined in terms of section 60 of the tax Act This approval includes tin 
Mowing exemptions and ruftige: 

- tire reparation of transfer of the shares hakJ in lha affected companies Into the name of 
New WHs shareholders (which transfer wfll be effected tivou^i the capBal reduction and a 
tBvidand In specie) wg be exe mp t from stamp duly in Pie handset New WBs sharehot d a re ; 

- the payment to New WHa shareholders of the eaah proceeds from sale of the 
aggregate d enti tl ements to fractions of the shares hstd In the affected companies wJI 
not be subject to Secondary TbxaHon on Companies; and 

- the cistribution of the shares held In the affected con^Mnias wfl be deemed not to be a 
tfvktend for the purposes of Secotxlary Taxation on Companies. 

Shareholders who are to receive the unburdiing conside ra tion ere strongly urged to seek 
professional advice as c oncern s the nature of the unbundRng consideration for taxation 
purposes. 

7. FINANCIAL EFFECTS OF THE UNBUNDLING 

Upon Imptementetian of the imbundflng. New WBs sharehaldsra wfit hold, in addition to 
their existing New WBs shares, those numbers of a ffected shares equfvatant to their 
Indirect effective Interest In the affected companies prior to Implementation of the 
unbuncSng and/or the cash equtvatent bi the event of being entitled to fractions of sudi 
affected shares. Accordingly, the unbancflng wfll have no material effect on New Wits 
shareholders. Share h olders are advised that, as a result of the decision to unbundta, the 
directors of New Wtts have elected not to declare a final dMdend In respect of the year 
ended 30 June 1993. 

8. CONDITIONS PRECEDENT 

The unbmtHng Is stetject to the futfBmant of Hie foflowlng uu nd M ons precedent: 

- the approval by New Wfteahareholdsreki general meeting of the necessary ordinary 
resolutions proposed thereat In respect of the unbundBng; 

- the approval by New WBs s hsre holdere In general meeting oMha special raaotution In 
terms of section 84 of ihe Companies Act to be proposed thereat, and the confirmation 
of the apedd resolution by the High Court of South Africa and the granting of an Order 
to thto effect; and 

- the re g ist ra tion by the Registrar of Companies of the special resolution and the Order 
referred to above. 

a. mportant dates and times 


MGM hopes cash call will 
boost TV and film making 

Kirk Kerkorian plays out final scene, writes Christopher Parices 


For every 100 Now Wtta shares 
Shares' 

Amplate 

0,6855 

Anvnbtt 

0,3917 

AngtogoM 

0.7873 

Commorctei Unton 

6,5284 

GFL 

10.0847 

GFSA 

30897 

Northam 

18,442S 

Randfontein 

2,3398 

Saaol 

3,3253 

Vogtfa 

123714 

Western Areas 

0,8820 


Circular and notice of general meeting posted 
Last day far lodging forms of proxy tor the general 
meeting (by KfcOO South AMcan ttrfe) 

General mee tin g (at 1(WJ0 South African fend 
Record date (Now Wits aharehoklera must be 
registered by 17:30 South African time in order to 
participate in the uhbux&ng) 

New WBs shares begin tradfog on the JSE and the 
LSE e**ntMBtnent to the unbundBng conddertetan 
Share certificates to impact of the affected shares 
and cheques ki respect of fractional antitiamanta 
posted to Now Wits shareholders 


Tuesday. 25 August - 

"Tuesday, 15 September 
Wednesday, 16 September 

Friday 16 October 
Monday, 19 October 

Monday, 26 0ctober 


Afl dates and times contained In tills announcement are South African times and are 
8tf)iect to change. Any changes wO be announced In the press. 

la DOCUMENTATION 

Stfoject to Ihe approval of the JSE. a circular oonteinkig futi details of the unbundling, and 
Incorporating a notice of gwnral meeting, wB be posted to New Wits shareholders on or 
before Tuesday, 25 August 1838. 


* Sued t*on 30 635 201 New VW» shares in baua 

New Whs shareholders must be registered as such by the record date in order to 
partidpate in the unbunding. All transactions In New WKs shares on Ihe JSE and ttie LSE 


Johannesburg 


19 August 1988 


I t can only be a matter of 
time before Metro-Gold- 
wyn-Mayer passes for the 
third, and probably last, 
time from the control of 
octogenarian investor Kirk 
Kerkorian. 

The only uncertainties are 
where the care-worn film 
studio will end up and 
whether the master wheel- 
er-dealer can exit without a 
loss. 

A buyer is most likely to 
emerge from the integrated 
ente rtainmen t and media - 
groups anxious to take over 
MCaTs vast library of films 
and television programmes 
and to pipe them through 
their mbi** and broadcast TV 
outlets. 

News Corporation, outbid 
by a consortium led by Mr 
Kerkorian in the 1996 aue- 
ticai of the studio by former 
owner Credit Lyonnais, is 
believed to be interested. So. 
too, is Walt Disney, which 
returned to serious conten- 
tion in making live action 
features only in the mid- 
1980s, and consequently has 
an archive of fewer than 400 
such, films of its own. 

PolyGram, the former Phil- 
ips film subsidiary, which 
also joined the fray less than 
two years ago, is also up far 
sale from Seagram. 

Although interest is keen, 
appetites have been moder- 
ated by the fact that the 
cable and home video distri- 
bution rights to most of 
MOM'S film stockpile are 
licensed to Time Warner 
until 2003. Time Warner, 
which also figured in the 
1996 auction, appears less 
interested, but may be bid- 
ing its time. 

Mr K e rkor ian is in more of 
a- hurry. Following his 
investment of about $L5bn 
to d a t e ,- his pledge to take 
the balk of an impending 
righ ts issue to Infect at least 
$250m into the cash-starved 
studio, suggests he believes 
it possible to drive MGM into 
profit or at least to sell out 
and break even. 

He agreed yesterday to 
buy the 25 per cent 
stake held by Australia’s 
Seven Network, taking his 


INHt fa search of movie magic 
Rmnns- 

• won 


Loss from continuing eperatiara 
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holding to 90 per cent 

But with the current 
search for a buyer for the 
studio, his commitment may 
also represent a belief that a 
quick sale is unlikely and 
the chances of a satisfactory 
disposal will depend on 
MGM remaining a going con- 
cern. 

Its parlous condition has 
been highlighted by the dis- 
closure that the studio has 
drawn down all but $l30m of 
Its $L3bn credit line, exacer- 
bated by poor box office 

Shaepriw® 



98- tag 


results. The company, which 
has not made a profit for 10 
years, last $5Sm in its latest 
quarter - with $34m attri- 
buted to write-downs against 
unsuccessful films - follow- 
ing a $128m deficit for the 
whole of 1997. The Man. in 
the. Iron Mask, starring 
Leonardo di Caprio, and the 
latest James Bond Tomorrow 
Never Dies performed wen. 
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but not well enough to offset 
out-and-out flops such as 
Dirty Work. 

With only two more films 
due out this year and half-a- 
dozen planned for 1999. in a 
bus i ness which counts nnp 
hit for every three releases 
as a good performance, pros- 
pects seem shaky at best. 

Like PolyGram, MGM has 
been afflicted by its depen- 
dence on production without 
the TV stations, cable chan- 
nels, video, theme parks, 
publishing, merchandising 
and other buffers which pro- 
tect the dominant media 
groups against the financial 
drains of film-making. 

Paradoxically, the success 
of its revived television busi- 
ness. where returns flow 
more slowly than film, and 
the need to finance produc- 
tion of well-received series 
and programmes, have only 
made matters worse. 

While the company 
warned last year that profits 
were unlikely until early 
next decade, it had hoped 
film income and revenue 
from video releases would 
meet its modest interim pro- 
duction targets. But the hol- 
lowness of those hopes was 
““firmed fills month when 
MGM announced a freeze on 
new television work and a 
reduced film production 
schedule. 

Yesterday’s expected 
approval of a rights issue 
may ease the spending curbs 
or allow more time Tor a 
favourable deal to be struck, 
but not for long. 
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An historic name for 
a new trading company: 
Buhrmann. 

From now on, KNP BT will be known as Buhrmann. 
Yet this new name is much more than a cosmetic 
change. It was preceded by a thorough process of 
strategic reorientation. That led to a pure trading 
company focussing on the printing and office 
market. Business-tobusiness. With the marketing, 
distribution, services and advanced logistics asso 
ciated with that. And no production anymore. 

This new Buhrmann is .active in 20 countries, 
particularly in Europe and the USA and has sales of 
over USD 6 billion and a payroll of some 14,000 
employees. Our dozens of subsidiaries all take a 
leading position in their respective markets. 
Buhrmann’s goal i? to double its sales within the 
next five years. That is not an unrealistic target, 
bearing in mind our considerable organic growth 
over the years. 

What is more, our strong financial position allows 
room for acquisitions which will in turn contribute 
co a substantial growth in sales and profits. 

To sum up, Buhrmann is working hard on a future 
with promising perspectives. You’ll see. 


Q Buhrmann 

The trading company that's on the right track. 
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CHEMICALS PROFIT TARGET FOR CORE PHARMACEUTICALS UNIT IS ABANDONED 


Hoechst in second profits warning this year 


By Jenny Lnssby 


Hoechst, the German 
chemicals group, yesterday 
abandoned the long-standing 
profit target for HMR. its 
core pharmaceuticals busi- 
ness, as it issued its second 
profits warning this year. 

Citing the Asian crisis, 
and its Impact on worldwide 
chemical prices and the vol- 
ume of US sales, Jurgen Dor- 
mann, chairman, said the 
group was unlikely to match 
last year's performance. 


Tt saw "a modest decline” 
in Its earnings per share, 
when calculated on the Ger- 
man DVFA/SG basis, which 
strips out exceptional gains 
and losses on disposals. 

At Hoechst Marion Rous- 
sel, the drugs company Iden- 
tified by Hoechst as its roost 
important core business, 
operating profits Tell 46 per 
cent. Much of this was due 
to restructuring charges, 
expected to reach DM7Q0m 
($390m) at the full year. 

On a comparable basis. 


excluding exceptional items, 
HMR’s operating profits fell 
16 per cent In the first half. 

This reflected the Impact 
of generic competition, the 
withdrawal from the US 
market of Seldane, the anti- 
histamine that was HMR’s 
second largest drug, and the 
withdrawal in Japan of H ex- 
tol, a cerebral metabolic 
Improver. Profits were also 
dented by the reduced value 
of the Japanese market fol- 
lowing government-man- 
dated price cuts. 


As a result of these set- 
backs, Hoechst had con- 
cluded that it would be 
unable to meet its operating 
profit target of 20 per cent. 

In the first half, HMR 
reported margins of less 
than 10 per cent, even after 
the exclusion of the restruct- 
uring charges. 

Overall, the group’s D VF A 
earnings fall from DMl-90 a 
share in the first half of last 
year to DM1.55 this lime. 

However. Klaus-Jfirgen 
Sehmeider, finance director. 


said the group's underlying 
growth was stronger in the 
second quarter, when there 
was a 7 per cent Increase in 
the operating profits of con- 
tinuing businesses. 

Two businesses were 
responsible for this rise. 
AgrEvo, the group's agro- 
chemicals joint venture with 
Sobering, repotted improved 
sales and profit margins. 
The group also gained from 
the Aslan crisis as raw mate- 
rial prices far its US polyes- 
ter business Cell. 


The group also announced 
the sale for DM3bn of its 
Herberts paints business to 
Kohl berg Kravis Roberts, the 
US private equity investor. 
Together with this year's 
positive cash flow, the sale 
would enable the group to 
reduce its debt burden. 

However, analysts were 
unimpressed by Mr Dor- 
mantt's assurance that 
Hoechst was still aiming to 
withdraw from all of its 
chemicals businesses “not 
later than 3909*1 


Deutsche 


to build Forei 9 n brokers sniff out Spain’s new money 


European 

portfolio 


High net worth individuals targeted for retail products and asset management services, writes Tom Bums 

r-i nr, Wall Qfroot tn Main . I I - > ’.*7 


By Clay Harris, 

Banking Co r respondent 


Deutsche Bank is plugging a 
European gap in its global 
portfolio trading business by 
reuniting some of the team 
separated by the break-up of 
NatWest Markets. 

It hopes to have the Euro- 
pean business fully in opera- 
tion by the middle of the 
fourth quarter, in time to 
participate in the shuffling 
of assets expected to accom- 
pany the advent of the euro. 

Deutsche bought National 
Westminster Bank's US and 
Asian derivatives business 
when the UK bank pruned 
its investment banking oper- 
ation. However, as part or 
the piecemeal disposal, Nat- 
West’s European and UK 
derivatives team went to BT 
Alex Brown along with the 
equities cash business. 

The German bank has now 
hired several members of the 
team which initially moved 
to the Bankers Trust subsid- 
iary. They' are led by Shaun 
Cutler, who will become 
head of European portfolio 
trading and flow derivative 
sales. 

Since the transfer was 
completed in March, Deut- 
sche has maintained Nat- 
West's previous US market 
leadership in portfolio trad- 
ing for clients. The core of 
the NatWest team joined 
from Morgan Stanley in 
October 1996. 

However, it has taken 
Deutsche until now to fill 
the European gap, as it has 
been content with fulfilling 
ad hoc orders brought to it 
by clients rather than 
actively seeking new busi- 
ness. One reason was Deut- 
sche's previous experience: 
it had suspended European 
portfolio trading in 1997 
because It lacked adequate 
infrastructure. 

Deutsche hopes its Euro- 
pean expertise will help it 
recapture market share and 
provide a successful counter- 
point for its investment 
banking business after 
recent high-profile defections 
on the US corporate finance 
side. 


B ring Wall Street to Main 
Street”, the Merrill 
Lynch battle-cry, will 
soon reverberate around 
Spain. The US investment 
bank's Madrid subsidiary 
plans to open shop on the 
Calle Mayor of a select num- 
ber of Spanish cities in order 
to sell international bonds 
and equities. 

Spain has been chosen, 
together with the UK and 
Brazil, as a pilot market to 
test retail product distribu- 
tion according to the for- 
mula developed by Merrill's 
network of agents and bro- 
kers in the US. In internal 
Merrill jargon, all three have 
become "onshore markets”, 
where the bank's “relation- 
ship managers” will compete 
with local institutions for 
the business of high net 
worth individuals. 

In June, Merrill added a 
senior office in Barcelona to 
the one it operates in Madrid 
and staffed it with 10 rela- 
tionship managers, five of 
whom were seconded from 
Madrid. It now plans to open 
satellite offices in Valencia. 
Seville and Bilbao, and its 
private banking team will 
have grown from 60 at 1997 
year-end to 180 by 2QQ2. 

Two years ago Merrill 
absorbed Spain’s largest 
independent brokerage busi- 
ness, FG, shortly after tak- 
ing over Smith New Court, 
the UK broker. “What we are 
doing now is as ambitious as 
the FG deal and no other 
foreign firm is taking this 
sort of gamble,” says Miguel 
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Good investment: MerrS Is expanding fts private banking team wflh a s artor office h D arc ekma 


Matossian. chairman of the 
bank's securities arm, Mer- 
rill Lynch Espanola. 

Merrill has chosen Spain 
as its eurozone testing coun- 
try because it has a bigger 
product range in Madrid, 
thanks to its FG acquisition, 
than In any other European 
capital bar London. 

“In Spain we have a good 
local management tp_nm in 
place, strong growth and a 
less fiercely competitive 
environment.” says Mr 
Matiossan. “ France and Ger- 
many would have been more 
difficult by comparison for 
pilot scheme purposes.” 

Few doubt the potential of 
Spanish growth, but it is a 
moot point whether this 


translates into a flourishing 
private banking sector. 


T he growth of assets 
under management in 
Spain has outstripped 
the European average for 
the past five years: volume 
was Pta29,086bn ($l9lbn) by 
the end of the first quarter 
this year, compared with 


tapped, by, among others. 
Fidelity, the US fund group 
which registered a Luxem- 
bourg-based equity invest- 
ment vehicle in Madrid and 
forged links with more than 
a dozen domestic funds. 

Rival fUnd firms. Thread- 
needle and Templeton, as 
well as the French banking 
group Paribas, have carved 


Ptai8,700bn at the end of agreements to distribute 


1996. 

What is interesting to for- 
eign groups entering the 
Spanish market Is that inter- 
national equity investment 
by Spanish funds repre- 
sented 4 A per cent of total 
volume in March, up from 
1.3 per cent in December 
1996. This market is being 


their products through the 
nationwide network oper- 
ated by the association of 
Spanish savings banks. 
Meanwhile, Schroders, the 
UK. merchant bank. Is 
adding an investment man- 
agement unit to its corporate 
finance business in Madrid. 

Asset management for 


high net worth individuals 
has also been targeted by Mg 
irytfiti iti nfl s qurh as 
Banco Bilbao Vizcaya, whose 
private banking unit, Pri- 
vsnza. is tire biggest in the 
niche domestic sector. B anc o 
Central HIspano, which 
jointly owns a similar net- 
work. Banif, with Banco 
Comendal Pcrtgugs is doing 
the same. 

The UK's Barclays Bank, 
which operates 183 retail 
outlets in Spain, has also 
joined battle by segmenting 
itS /i K f qm ev R fafrOdUC- 
ing a sliding scale of increas- 
ingly personalised sendees. 

Merrill believes that each 
of its relationship managers 
working the Spanish Main 
Street will be typically han- 
dling around 100 clients 
worth Pta75m apiece. 

Same Insiders believe this 
is an crveroptimistic reading 
of the “new” money bong 
created in Spain, and this 
threshold will have to be 
lowered. They argue Span- 
iards are risk-averse and tra- 
ditionally prefer div er sify ing 
their savings by placing 
them with different hwnhr 
Banff's average client, for 
example, is believed to be 
worth Ptai2m-Pta20m. 

The seriously rich, who 
mostly possess “okT money, 
present an even more move- 
able t ar get Those Individu- 
als have long made their 
own asset management 

arrangements in tdx efficient 
centres beyond the reach of 
the tax authorities,” said a 
senior banker. 


Swiss freight group upbeat 


By WIHam HaD in Zorich 


KQhne & Nagel, one of 
Europe's biggest freight for- 
warding companies, expects 
to increase its earnings for 
the seventh year in a row 
and has forecast 1998 net 
income of more than SPr80m 
(*53m), against SFr76.9m last 
year. 

Net income in the first 
half rose II per cent to 
SFr41.3m, but there are signs 
that margins are under 
pressure. Turnover rose 13 
per cent, to SFr3.3bn. but 
17 per cent alter adjusting 


for currency movements. 

Ocean freight the compa- 
ny's biggest business! 
increased earnings before 
interest and tax by 4 per 
cent to SFr35.lm, on a 15 
per cent increase in turnover 
to SFrlJlbn. 

Air freight the second big- 
gest business, reported a 3 
per cent fall in earnings, to 
SFr20-5m. in spite of a 9 per 
cent increase in revenues, to 
SFT75lm. In logistics the 
result fell from SFr5.1m to 
SFr2m, on unchanged reve- 
nues of SFr354m. 

The group experienced a 


marginal decline in earnings 
in its most important mar- 
ket Europe, to SFr35m, but 
profits in Asia-Pacific rose 7 
per cent to SFr 11.6m. In the 
Americas profits were up 18 
per cent at SFrtOSm- 

The profit declines in air 
freight and logistics were 
attributed to mare competi- 
tive market conditions and 
start-up losses connected to 
new contracts. 

The group is one of the 
world's biggest transport 
and logistics groups with 
12,650 employees working in 
480 locations in 82 countries. 


Nordic banking 
group may take 
in new partner 


By 71m Burt in Stockholm 


To the Holders of 

EDA FINANCE LTD 

PTE 7,500,000,000 

Secured Floating Rate Notes due 2007 
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HD Finance (Cayman) Limited 
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doe June 1,2000 

(Cm -B omb*} 


0(h) of llir Tenw nnrt Cotuliiinm nf llir Norm Tlic Notes will be 
redeemed oi (heir principal aininmr on is ran ding together with 


Hunted inim-M to die OjMiutial Rriirmniinti Dale, litlcresf dial! 
erase to acmir on and hum the Ontioual Retlemrniou Date. 


erase to acmir on And hum the Optioual Redemption Date. 

Payment uf principal will hr made against presentation und 1 
surmnler of the Notes, ami payment of imeresi will be made 
nguinM presentation and surrender id the iutercsr coupons 
HjjpcnoiiiiJig tbcrrtix in each rav at dw specified office or icny of , 
I lie Curing Agents Listed heinw: 
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MerltaNordbanken, the 
banking group fonned by 
last year’s merger of Fin- 
land’s Merita and Nordban- 
keu of Sweden, yesterday 
said it may expand its alli- 
ance to Include a third part- 
ner in the Nordic region. 

Hare Dalborg, chief execu- 
tive of the enlarged bank, 
confirmed the gronp would 
take part In further consoli- 
dation of the fln flqi-fot ser- 
vices industry, adding: “We 
now have tbe flexibility to 
seek new partners.” 

Mr Dalborg, announcing 
MeritaNordbanken’s maiden 
first-half figures, declined to 
name merger or acquisition 
candidates, but welcomed 
signs that the Norwegian 
government was more open 
to banking takeovers, and 
hinted at an expansion in 
Insurance. 

It is natural for a bank to 
he involved in mutual funds, 
and from there you can 
move easily into life assur- 
ance and pension funds," he 
said. “We cannot be idle 
while such consolidation 
takes place - you have to 
grab the opportunities that 
arise.” 

MeritaNordhanken 
increased its presence in the 
Baltic Sea basin by acquir- 
ing majority control of the 


Investment Bank of Latvia, 
and by lifting its stake in 
Estonian Industrial Leasing, 
the Tallinn-based finance 
company, to 80 per cent. . 

Mr Dalborg was speaking 
after MeritaNordhanken - 
the largest bank* in the 
region by market capitalisa- 
tion - announced a 31 per' 
cent increase in first-half 
profits to FMASlhn (3898m). 

Tbe figures were flattered 
by FM9Q0m of one-off items, 
but Mr Dalborg said higher 
commission income and 
lower loan losses helped lift 
underlying profits by 25 per 
cent to FM4bn. 

Total operating income 
rose from FM9.54bn to 
FMl(L8bru The growth was 
fuelled by higher contribu- 
tions from securities 
operations and lending activ- 
ities. w hite dividend income 
rose from FMl65m to 
F1C48&ZL 

Net loan losses, mean- 
while. foil from FM45£n to 
FM40lm as the -bank main- 
tained it was less exposed to 
Asia and Russia than some 
of its rivals. 

Shares in Nordbanken 
Holding, which owns 60 per 
cent of MeritaNordhanken, 
rose SEttLSO to SKr56. Mer- 
ita, controlling the remain- 
ing share capital, saw its A 
shares rise FMl.10 to 
FM34J0 in Helsinki. 
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Deutsche Telekom keeps 
share sale option open 


ITALY 


Bank plans sale of mortgages 


CREDIT RATINGS 


S&P downgrades CME 


BIOTECHNOLOGY 


Danish group plans listing 


Bavarian Nordic Research institute, the Danish biotech 
research company, wHl seek to raise DKr250m (S37m) and 
obtain a stock exchange listing in Copenhagen this 
autumn, it said yesterday it has started clinical trials with 
gene therapy for patients suffering from cancer of the pan- 
creas. It claimed to be the first to have advanced this far 
with gene therapy for cancer and described toe dinfcai tri- 
als for an otherwise poorly treatable cancer as “a major 
breakthrough". Forty per cent of Bavarian Nordic's capital 
is owned by AsgerAamund, who is also toe main share- 
holder in Neurosearch, another biotech company which is 
listed to Copenhagen. Hilary Barnes, Copenhagen 


RETAILING 


Blue Square advances 10% 


Blue Square, the Israeli retailing drain, said strong super- 
market sales helped boost net Income 10 per cent In toe 
first half of 1998. However, results were slightly below 
expectations, as ah economic slowdown hit sales at toe 
group’s department and specialty stores. Net Income 
efimbed from ShkS2m, or Shkl .40 an American Depository 
Share, to tbe first 6 months of 1997 to Shk57m (S15.5m), 
or Shkl .54. Revenues rose 13 per cent to Shk2.67bn. Blue 
Square is listed on the New York Stock Exchange. 

Yacov Gel band, chief executive, said Blue Square started 
selling its biggest department store chain during the sec- 
ond quarter in order to focus on toe rapidly growing 
supermarket sector. Goldman Sachs, toe Investment bank, 
estimated In a recent report that supermarkets account for 
only 42 per cent of the Israeli food retaWng market, com- 
pared with 60-75 per cent in countries with comparable 
economies. AvI Machfls, Jerusalem 


DASSAULT ELECTRONfQUE 


Thomson-CSF launches offer 


Thomson-CSF, toe French defence electronics group, yes- 
terday launched a FFr690 a share offer for the shares in 
Dassault Electronfque It does not already own. The offer Is 
part of Its plan to deHst the company. The CMF, toe stock 
market regulatory agency, requested that toe stock 
exchange suspend Dassault Bectronlque’s shares until the 
offer is completed. AFX News, Paris 
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Deutsche Tatofcom. toe German 
g roup, said yesterday ft was hoteling opwt the option of 
52^ up tooSSn «S85bn) batora end of next yaw 
by floating a farther tjwiche of tts rt w ee- 
A sale would fotow toe pertW 
market Hating of the group <t the end 

shares - or 26 per cert o# toertw eepW - we «» 

Europe’s large* tottW pubBc rtfertog^ 
ach?Teletom nstoinad the option ito seflup to ***** 
286m shares before the end of 1999. wlvch 

D-Mark sham prk» would be 
Commenting on a German 
seek to Set the t*^^**** 

Telekom said the decsstan 'Tamrtrw open. R cttdnjrnjte . _ 
out deckfing against 

tranche. The German government has the rigrt to begin 
tfisposing Its stake from 2000. Ralph Atidna, Bonn 



Monte dd Besets tB Siena, the Italian banking group 
scheduled to fist on toe Milan stock exchange early next 
year, la planning to sail a sizeable portion of its mortgages 
to National Westminster Bank of the UK. 

The transaction is designed to lighten toe Italian banks 
balance sheet ahead of Its listing, which is expected to 
involve 20-25 per cert of fts shares. The bank yesterday 
confirmed it was ItoaBshig the dart, but declined to corn- 
mart on reports that the transaction involved L510bn 
($288m) worth of mortgages. NatWest Intends to transform 
the mortgages into bonds to be quoted on toe interna- 
tional markets. The report also suggested the Italian bank 
would cede fts remaining LSOObn of mortgages to NatWest 
at some later stage. The Italian bank also reported a 125 
per cent rise in first-half consolidated net profits to 
L420bn. Paid Betts, MBan 


Standard & Poor’s, toe US rating agency, has towered to 
B+, from BB-, the corporate credit rating of Central Euro- 
pean Media Enterprises, toe leafing commercial television 
operator in east Europe. It follows CME’s disclosure of 
mounting tosses at its operations in Hungary and Poland. 
Moody’s also warned It had pieced CME under review for 
a possible downgrade. CME suffered a net loss of $2 8.6m 
to the second quarter, compared with $6. 8m a year ago. It 
took write-offs an fts Hungarian television operations total- 
ling $16.9nn and warned tort it expected a further write- 
down of Si 5.9m on its Hungarian assets. 

S&P said it had towered CME’s sartor unsecured debt 
rating to B, from B+. with a negative outlook. Last year the 
group issued $1 76m of seven-year US dollar and D-Mark 
Junk bonds. The share price has plunged on the Nasdaq 
stock market, to a low of $17 earlier this month from a 
peak of $37 to Jamary tost year. S&P said its rating 
reflected the higher than expected losses to Poland and 
the youp's “riskier financial profile than previously antici- 
pated". Kevin Done, Europe Correspon dent 
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Failed merger dogs Liberty Life 


Matin to Notctolden atulTWoninlialdien of 


By Grata Stsyn to JoftaiiMfbn 


Komatsu Sexren Co., Ltd. 

CtnenfponmlKukbmamrUahlafiiJjptBO 


U-S.S1Q0,000,000 

3!A per cent. Guaranteed Notes 2000 

rt4f*,V«*0 

OSIN: XS0O631 23S03) 

Bearer Warrants to mbacribe tip to 

¥10,895 ,000,000 
for shares of common stock 
of Komatsu Sdrea Co., Ltd. 

(the“Varmu“) 

OSIN: XS0O6S124659) 

Mitral That Bsai (Earvfx) SA. turrbj- Jdraa dthnUenof the *tnte Nocn tad 
Yjmoa ihat,wftb dTca rrtnn JO Sejwctnber , fHS, K srta icSsn n vnyuqj ggna rad 


Notice to tbe Holders afBoodi 


Mitsui Trust and Banking 
Company, limited 
U.S -5100,000,000 

2X per ceos. Convertible Bonds dun 2001 
rfe-Smb? 


MmdThM Brak SA. hcittT adtOra U taridm oTttr abow An* te, 

•lib frora 30 rrmn,iiHi.i, low, It nip ■■ aad aamtai 

*gca B7 rrUuv thr Band* 


TOixaciftminiitatoitnthc Nstca. 

YhaMferilhii 

UAnpmlJU 


MAusuKim 


TbtlMS uni haUniCfWu lfahd 
asPH rliilPqkinaat 
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! Liberty Life, the South 
African life assurer which is 
still reeling from a failed 
merger in May, yesterday 
announced a 56 per cent 
increase in earnings for the 
six months ended June. 

The Johannesburg Stock 
Exchange responded well to 
the better than expected 
rise, to R3.8bn (5607m), and 
the shares climbed 4.4 per 
cent to R105.4Q. 

. However, the shares are 
Stw lAn guiehinfr behind Lib- 
erty’s competitors, and are 
trading at about half the 
company’s own valuation. 

When merger talks with 
Standard Bank, one of South 


Africa’s trig four, collapsed 
earlier this year. Liberty 
said its shares would be val- 
ued at R219-R2&2. 

However, talks Ml apart 
in May because Standard 
Bask did not rate the stock 
as highly. Although analysts 
applauded yesterday's 
results, they were disap- 
pointed ttat liberty failed to 
outline future strategy. They 
also cautioned that liberty’s 
accounting policy , could lead 
to vtdatfltiy in. results. 

Liberty included invest- 
ment surpluses hi fts income 
statement, in line with 
emerging practice in the UK, 
but analysts said these were 
subject to fluctuations. 

Liberty said the surplus an 



shareholders’ investments 
amounted to R2,7bn at the 
interim stage, more a»m the 
figure reported for the fall 
1997 financial year. Roy 
Andersen, chief executive, 
said stock and bond market 
volatility, as well as cur- 
rency exchange rate fluctua- 
tions would continue to have 
an impact on this component 
of earnings during the sec- 
ond half 

Investment income was 
helped by currency 
movements of Rl_2bn arising 
from the investment in the 
listed UK subsidiary Liberty 
International Holdings. It 
was also boosted by the 
performance of Standard 
Bank and South African 


Breweries (SAB). 

There has been specula- 
tion that Liberty might sell 
its stake in SAB, as it does 
not fit well with the core 
business, but the company 
gave no indication yester- 
day. 

Liberty reported a lacklus- 
tre rise in new business, 
with total new premiums in 
the South African operations 
up just 3 per cent. Annual- 
feed new recurring premi- 
ums rose 1 per cent to 
Rs93m. 

The Interim dividend was 
up 20 per cent to 202 Cents a 
share. Liberty said its divi- 
dend policy would be linked 
to medium-term trends in Hs 
financial performance. 
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CO MPANIES & FINANCE: ASIA-PACIFIC 

EXPECTS-TO SECUR E FINANC ING FOR NEW PROJ ECT BY 1999 DESPI TE PROSP ECT OF FALLING ELECTRICITY DEMAND 

Edison close to completing Thai plant deal 


By Ted Banbcke it Bangkok 

Edison Mission Energy of 
the US expects to finish a 
financing package for its 
8800m, 734MW coal-fired Bo 
Nok power plant in southern 
Thailand in early 1999, in 
spite of suggestions that 
Thailand’s Independent' 
Power Producer scheme 
would be farther delayed by 
falling electricity demand 
and financial turmoil. 

The expected financial 
close of the project, due to 
come on line in 2003, follows 
a similar $300m financing 
package announced .last 
month by Tri Energy for its 


WOOm, 700 WW gas-fired 
plant m western Thafland. 

One other project in Thai, 
land's ambitious S6bn IPP 
scheme has also received fin- 
ancing; while four others are 
still in negotiations with 
bankers and the Electricity 
Generating- Authority of 
Thailand (Egai), which is the 
sole buyer of power. - ■ 

Tri Energy is a joint ven- 
ture between Edison Mis- 
sion, Texaco of the US and 
Banjm. the Thai coal com- 
pany. The Bo Nok plant is 
being developed by the Gulf 
Energy consortium, compris- 
ing Edison Mission, .the Thai 
coal company tjrrrn ? Lignite 


and Siam City Cement, the 
Thai company in which 
Holderbank, the Swiss 
cement giant, last week 
bought a 25 per cent stake. 
-Edward Muller,. president 


and. chief executive of Edi- coal projects. 


from the projects by offering 
to shoulder 90 per cent of the 
depreciation of the baht 
below BI27 to the US dollar 
for gas projects and 75 per 
cent of the depredation for 


son Mission, credited the 
Japanese arid US govern- 
ments for ma Icing the pro- 


Now Thailand is suffering 
a decline in peak power 
demand, raising the prospect 


jects - bankable by offering that Egat win have to cut its 
political risk guarantees that own output from 2001 to 


protect against Egat refusing 
to take the electricity when 
the power plants are ready. 

‘ Contract risk is the latest 
obstacle in the IPP scheme. 
After the devaluation of the 
baht last year. Egat took on 
most of the currency risk 


accommodate the new pri- 
vate plants: That could be 
politically and economically 
difficult, with many of 
Egafs own plants slated to 
be privatised by then. 

Egat has been negotiating . 
far some of the projects to be 


delayed until it can get an 
accurate forecast of power 
needs, a delay that has 
suited some consortia strag- 
gling to raise financin g rmri 
equity. Robert EdgeH, presi- 
dent Of Asia Pacific at Edi- 
son Mission, said be expec- 
ted delays to focus on the 
two larger projects over 
1.400MW. as they were less 
flexible and required more 
co mmitm ents from Egat 
For Tri Energy. Japan's 
Ministry of International 
Trade and Investment guar- 
anteed $263ra of the financ- 
ing from Japanese banks, 
while the US Overseas Pri- 
vate Investment Corpora- 


tion, guaranteed 5200m of 
equity and liabilities for Tex- 
aco and Edison Mission. For 
Gulf. OP1C will guarantee 
Edison Mission’s equity and 
liabilities worth $200m. 

In spite of the government 
guarantees, Tri Energy is 
paying a spread of about 260 
basis points above Libor for 
its 15-year financing, com- 
pared with bids from bank- 
ers of less than 100 basis 
points when the project was 
first approved by Egat The 
plant's internal rate of 
return has now fallen to 
14-15 per cent, - from an 
expected return of about 18 , 
per cent previously. 


Singapore’s banking system sees no reason to panic 
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The Asian crisis has hit the industry’s profits 
but the city-state's banks are pushing ahead 
with reforms, writes Sheila McNufty 


D espite the sharp 
declines in net profit 
reported by Singapore’s 
big four banks for the first 
half of the year, the govern- 
ment is rapidly reforming 
the financial sector, knowing 
it can. withstand the pres- 
sure. 

Years of conservative gov- 
ernment policies established 
a well-capitalised banking 
system that was better posi- 
tioned than nelghboaiing 
ones to resist the stresses 
produced by the regional 
financial crisis which took 
hold last year. Risk-weighted 
capital ratios, for example, 
averaged 17 to IS per cent at 
the end of 1996. 

"Singapore banks are the 
healthiest in all of Asia." 
says Chong Yoon Chou, 
investment manager at 
Aberdeen Asset Manage- 
ment Asia. 

So analysts are not overly 
concerned by announce- 
ments in the past few weeks 
of the holes the crisis is 
making in banks' bottom 
lines. Development Bank of 
Singapore, Singapore’s lead- 
ing bank and the largest ' in 
south-east Asia, recently 
announced a 50 per cent 
drop in . net profit - to . 
S$178.6m (USJlOlm) after 
vastly increasing provisions 
for bad loans. Its provisions 
for probable loan fosses and 
other deteriorating assets 
increased from S$52.4m to 


S$3l55m. Of that, S$H0.7m 
was to cover contingencies 
arising from regional 
exposure. 

The - other banks made 
similar preparations as the 
crisis forced contractions in 
regional economies. OCBCs 
net profit plunged 41 per 
cent to S$200.8m, following 
provisions of S$444m; UOB’s 
net profit slid 35 per cent to 
S$25&4m, after provisions of 
S$226m; and OUB’s net profit 
declined 28- per cent to 
S5130.3m, following provi- 
sions of syi fta.gm. 

Analysts expect profits to 
fall further in the second 
half as banks continue to 
make aggressive provisions 
for non-performing loans. 
Operating profits are also 
under pressure as loan 
growth slows and margins 
fall while banks seek safer, 
low-return assets. 




Oversees Union Bantc part of a system batter placed than Its neighbours to resist the crisis Sarah Murray 


Singapore went into the 
crisis already a financial 
centre: the fourth largest for- 
eign exchange trading centre 
in the world; the fifth largest 


Michael Sia. vice-president trader in derivatives; and 
of research at SG Securities, the ninth largest offshore 


expects non-performing 
loans to peak at 8 per cent of 
total loans during the first 
half of next year. 

To ensure the banks 
remain healthy, the Singa- 
pore authorities are pushing 
ahead with financial sector 
reforms. “We want. to be a 
regional centre plugged into 
the global network,” said 
Lee Hslen Loong, deputy 
prime minister and chair- 
man of the Monetary 
Authority of Singapore. 


lending centre. However, 
competition was growing. 

Singapore is now focusing 
on fund management and 
banking. It has recognised 
that a robust centre requires 
liberalisation and has 
decided to more than triple 
the amount nf government 
funds, fanned out to private- 
sector managers over the 
next three years. It has also 
announced tax exemption 
for fund managers of at least 
SfSbn in nonresident funds 


as well as the abolition of 
tax on disposal gains from 
unit trusts and tax breaks 
for the bond market 
The authorities, which see 
the five commercial h anking 
groups as too many for the 
domestic market of 3m 
people, are urging Singapore 
banks to fortify themselves 
by merging and growing 


large enough to establish a 
strong presence in the 
region. 

“This is not a time to go 
back into your cocoon but to 
shop around.” Mr Sia says. 
“Buying into a regional bank 
is the key to future growth." 

DBS has taken the lead in 
reforming. It brought in a 
foreigner as deputy chair- 


man and chief executive offi- 
cer. John Olds, fo rmer l y of 
J.P. Morgan, is the first 
westerner to head one of the 
city state's main govern- 
ment-linked companies. 
OCBC followed suit with the , 
appointment as vice-chair- 1 
man and chief executive of 
Alexander Au Siu-kee, for- 
merly from Standard Char- 
tered Bank, from Hong 
Kong. 

In March DBS bought Thai 
Danu Bank, while in Janu- 
ary it acquired GO per cent of 
Bank of Southeast Asia, a 
small Philippine commercial 
bank. It also recently 
decided to buy Singapore's 
POSBank. Both DBS and 
FOSBank are linked to the 
Singapore government, 
which wlU own 53 per cent 
of the new entity. 

Richard Hu. Singapore's 
finance minister, says he 
would be comfortable with 
three domestic banking 
groups. With five after the 
DBS purchase of POSBank, 
the pressure to reform con- 
tinues. “The crisis is a time 
for us to do our own house 
cleaning." Mr Sia says. “A 
different sort of reform than 
our peers; to position our- 
selves to be much stronger." 


NEWS DIGEST 

AUSTRALIA 

Simsmetai steps up 
international expansion 

Simsmetai, Australia’s leading metal recycter and the 
largest scrap metal company In the southern hemisphere, 
has stepped up international expansion and consolidation 
of its UK operations. The moves accompanied strong 
profit growth in the past year and the acquisition last 
month of the remaining 31 per cent minority shareholding 
interest in Sims Bird, the group’s UK subsidiary. 

Simsmetai has since merged three existing UK scrap 
metal businesses into the UK company, renamed Simsme- 
tai UK, and Is considering further divestment in Europe, 
where detrend remains strong but margins have fallen, 
said John Crabb, managing director. If UK and US profits 
continue to grow, Simsmetai would consider listing on the 
London or New York stock exchanges, he said. 

Simsmetai reported a 20 per cent increase in net profit 
to AS42.2m (US$24. 9m) in the year to June, while annual 
sales rose 23 per cent to AS1.4bn. The group, which has 
also expanded in the US end Papua New Guinea, has 
most of its operations end sales overseas. Last year, 65 
per cent of the group's sales were overseas: the UK repre- 
sented neatly 20 per cent of total sales. In the US, which 
accounts for 50 per cent of Simsmetal's sales, the group 
is expanding its core ferrous trading and processing 
operations to meet strong demand. 

Mr Crabb said cost-cutting and currency gains had 
helped profit growth in the year, despite falling margins on 
weaker ferrous and non-ferrous metal prices. Earnings 
growth is expected to fall in the first-half to December, 
while the foil year would be "difficult", he said. However, 
the group would continue to seek further acquisitions. 
Gwen Robinson, Melbourne 

OmCEJEQUIPMENT 

Sluggish demand hurts Canon 

Canon, the Japanese camera and office equipment group, 
yesterday reported a 9.3 per cent Increase in pre-tax 
income excluding exception als to Y85.7bn ($59 0.6m) in the 
first six months of this year. Sales ware up 9-9 per to 
Y805.7bn on a non-consoiidated basis. 

However, net earnings fell 13 per cent to Y42.6bn 
because of sluggish domestic demand and the collapse in 
the semiconductor market 

Sales of office equipment grew with computer peripher- 
als such as printers increasing 16.4 per cent, and business 
systems, primarily fax machines. 12.5 per cent higher. 

Sales of semiconductors fell 6.1 per cent to Y44bn, but 
camera sales saw steady growth of 13.1 per cent Camera 
sales totalled Y93.3bn. 

The group expects earnings after taxes for the full year 
to fall to Y85bn from Y86.2bn last time. It forecast a 
growth in sales from Y1,540bn to Y1,650bn. Canon also 
revised downward its estimated capital spending for this 
year, from Y125bn to Y115bn. The group has moved 
recently to strengthen existing businesses and expand into 
new technologies. Alexandra Harney, Tokyo 


Uncertainty mounts over 
Woodside LNG project 


GOLD FIELDS 

OF SOUTH AFRICA LIMITED 

(Regismtio* mother 0510418! 106) {Irrorporvted in tie Republic tfStuah Africa) 

(“GFSA”) 

The proposed unbundling of GFSA’s listed shares in Gold Fields Limited (" GFL" ) and 
. , Standard Bank Investment Corporation Limited ("Stanbic ,, > 


By Gwen Robinson 
la KMxxima 

Lower oil prices and 
uncertainty over the outlook 
for gas and oil markets hit 
earnfrigs at Woodside Petro- 
leum, Australia’s largest oil 
and gas exploration and pro- 
duction group, In the first 
half to June. 

However, its biggest con- 
cern fa growing uncertainty 
over its planned A$6bn 
OJS$3.5hn) expansion of the 
massive North West Shelf 
liquefied natural gas (LNG) 
project in Western Australia. 

Woodside said yesterday 
that preparatory engineering 
work for the expansion 
remained on schedule, but 
acknowledged it would pro- 
ceed to tender phase only if 
the project's main custom- 
ers. Japan's eight leading 
electricity and gas utilities, 
gave firm commitments. 

The eight currently take 


99 per cent of the North 
West Shelf s LNG exports. '. 

The IDG industry world- 
wide Is facing oversupply, 
with new projects beginning 
production over the next 10 
years and demand from lead-, 
ing markets failing 
Woodside expects demand 
to grow in relatively new 
markets, such as China and 
India. The Perth-based com- 
pany operates the North 
West Shelf project and is 
equal participant with five 
other partners: Chevron Asi- 
atic, BP Australia, BHP, 
Shell Development Australia 
and MiMi LNG Australia, a 
joint venture between Japa- 
nese trading houses Mitsubi- 
shi and MitsirL 
In addition. Royal Dutch/ 
Shell, which owns 3A27 per 
cent of Woodside, last week 
announced a broad alliance 
with Woodside. to combine 
and rationalise their Austra- 
lian oil and gas exploration 


and production efforts. 

Woodside said interim net 
profit for the six months to 
June, fell 7.5 par cent to 
A$I40.6xn.' Earnings per 
share foil to 2L1 cents, from 
22A cents. - . . 

Sales, however, reached a 
record A $46 0.6m from 
$447.5m, although crude oil 
prices feD by an average 2&5 
per cent 

John Akehurst managing 
director, said Woodside had 
managed to hold costs down 
in the period in spite of a 
“difficult market environ- 
ment" thanks to substantial 
restructuring and cost reduc- 
tion efforts. The negative 
impact erf lower crude prices 
on the group's gas and liquid 
revenues was offset by for- 
eign exchange gains from 
the decline of the Australian 
dollar and commodity price 
hedging, he added. 

Woodside shares rose 31 , 
cents to AS8J.7. 
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1. Introduction 

The cHracftDfB of GFSA propose to embark on a restructuring process that wffl Involve 
the distribution and/or sate of soma or afl of the urxJsrtying assets of GFSA. This 
KHtrochaing process Is expected to ooctr In various phases, the first of which wll 
Involve, sublet to the fulfilment of certain oondWans precedent the distribution, to 
tarn* of section 60 of the Income fax Act 1893 (Act 113 of 1983) ("the unbending 
togfetation-), of GFSA’s interests to GFL and Stanbte (Tha share distribution"!. Tha 
share Attribution wll take piece by way of o eOvWend In spade and a reduction of 
share premium 

The directors of GFSA are In the process of eoramWnfl several options regarding the 
remrfnkig GFSA smote (befog Its assets other then the shares that It holds In GFL and 
Stentsc}, which are expected to involve, Inter ate, the tittrSxrtior and/or reaBanBon ot 
afi or some of OFSAb remaining assets. 

2. Rationale lor fee stare attribution 

The shares held by GFSA in GFL arid Stanbte make up the major portion ot GFSAto 
value, but are purely investments with no value being added by GFSA 
The share distribution wffl afford tha GFSA shareholders tha opportunity to obtain a 
direct interest and concomitant benefits In GFL and Stanblc and should unlock 
shareholder wealth by means of the eSmteation of the discount at which GFSA shares 
have traded ratattve to the value of GFSA’a underlying investments. 

3. Terms of the shore distribution 

GFSA wl distribute Its Hated investments in GFL and Stanblc ("the affected shares'} 
to its shareholders, In tha ratio of 155.265 GFL shame and 96.208 Stanblc shares tor 
every 100 GFSA shares held at 21 AO on Friday 16 October 1998. 

GFSAeharehddgre are also referred to tha announcement by New Wits Limited {"New 
Wits’). B fisted subsktey of GFSA appearing elsewhere in this publication, regarding 
the (Attribution by New Wits of The major portion of Its listed Invsetmant portfolio ("the 
New Wtta unbundting*}, which tncJudes tte sharehoWmg In GFL end GFSA. 

The ratio In which tha GFL shares wffl be distributed has been calculated on tha 
assumption that tha New Writs unbundling becomes effective and GFSA receives 
1 544 885 GFL shares. Should tha new Wits unbundting not become effective, the 
ratios per .100 GFSA shores wtt change to 14&275 GFL shares and 85.81 1 Stanblc 
shares. 

Fractional entitlements to the affected shores resulting from the shore distribution wtil 
not be Issued to GFSA shareholders but will be aggregated and sold on the 
Johannesburg Stock Exchange (“the JSE") at market prices for the benefit of the 
GFSA shareholders concerned. 

A. Resultant group stnictue 

After the share distribution and the New Wits unbundling. GffSA and its wholly-owned 

aubeidfarteB wB hold diracMy as their major Investments, the following: 

. % Interest 

Commercial Linton of South Africa Limited 22 

Driafantatn Consolidated Limited 3 

New Wits 50 

Vbgelstrufstxjft Metal Holdings Limited 60 

Northern Ptatteum Limited 60 

23nc Corporation of South Africa Limited 18 

Black Mountain Mineral Development Company (Pty) Limited 56 

Gambaborg Zinc Corporation limited 28 

Cokisp Copper Company Limited 49 

Goto FfeldcNangiie Limited ■ m 

5. iraportantdatea 

Proxy fomw for the flonerai meeting of ehamhokfers to be 

lodged by 11.-00 on Tuesday 15 September 

GM^ meeting rishsehokfere to be held at 11:00 on Wednesday 16 September 

Results of general m oatin g announced cm Thursday 17 September 

Appfcatlortt baton tha High Court of South Africa (lAfitwatarsrand 

Local DMsion) (the High Court 1 ] on TUesday 22 September 

Racnddafatopsrttelpafainttwaheferfatributknatai.-OOon Friday 16 October 

Effective data of tfw share distribution on Monday 19 October 

Shoe certificates in respect erf GFL and Stanbte shares and 

cheques in mepset of fractions! entitlementa posted to 

GFSA aharahokfeia on or about Monday 26 October 

Nofa: AS toe times indicated abous aa local times In South Africa. The stove matooned 
dates and times are subiect to change, Any such changes will be published in the press. 

& Retention of feting 

GFSA wtu remain listed on. inter alia, the JSS. London Stock Exchange end the 
Nesdaq Stock Exchange Inc. On ADR lorm) Subsequent to the share cflstilbutton- 

?. FtaaneMeflMte of tl» share (flstrBMtfkKi 

The fotowfng table sets out the pro farms flnanaal affecta of tha share distribution on 
GFSA sharahoWere for every 1 00 GFSA shares hakf. based on tha feBowtng: 

• for purposes of the ‘market price 1 * comparison, the value attributed to 100 
GFSA shares as set out In the "Before - column of the table. Is based on the 
opening share price ot GFSA shares, as quoted on the JSE on Friday 15 May 
1B98, being the data when the first cautionary announcement was relaaaed- The 
.. values attributed to 155,265 GFL shares and 96,208 Stanbte shBiw as sal out In 
columns 1 and 2, respectively, In the table, are based on the respective opening 
share prices on that (fete; 


tfw value® set out hi the "market price 2" comp ari s o n have bean calculated on 
tha same beats as tha "market price t" comparison, save that tha opening ehwa 
prices on Tbasday 18 August 1968, have bean used; 

GFSA does not consolidate tha financial results of GFL and Stanblc In ite 
financial raaufis, bid reflects thaea assets as investments In Ite balance sheet and 
only accounts for dividend receipts from GFL and Stanblc In Ka Incoma 
Staten mq 

tfw net asset vidua ("NAV”) par 100 GFSA shares as set out In the "Before" 
column of the table, has bean based on tha values attributable to GFSAfe 
undariyteg Inves tm ents as at 30 June 1998. The closing share prices on the JSE 
ware used to determine the values attributable to GFL and Stanbte on that dots, 
taring 2 425 oenta and 2 530 cants respectively; and 

the headline earnings per 100 GFSA shares as sat Put In the "Before" column of 
the table, have been based on tha pro forma headline earnings for tha year 
ended 30 June 1997, calculated tor purposes of the merger of tha gold assets of 
GFSA and Gencor limttecL 


Baton* 

Pw 100 

1 

Per 155.265 

2 

Par 96508 

3 

Total of 

Alter 

Per lOO 

GFSA 

GFL 

Stanbte 

columns 

GFSA 

shares 

shares 

shares 

1 and 2 

shares 

held 

to be received toba received 


hold 

<R) 

W 

(FQ 

(R) 

(Rl 

8000,00 

5 822,44 

2 553,13 

8 381,57 


7 080,00 

7 448,00 

4 347.42 

1 924,15 

6271,58 

1240,00 

412,15 




145,67 


TMarket price 1 
t Market price 2 
"NAV 
"Headline 
eamings 


t A GFSA shareholder may evaluate the effect of the share distribution on tha market 
price by adding the shareholder's estimated price of the GFSA share post -unbundling 
to the prices eat out in column 3- above and compare the result to the market price set 
out In the “Before" column. 

* The effects of tha share distribution an the NAV and headSna comings of GFSA are 
reflected to the "Before" and "After" columrs. 

8. Pmcadini for bitefementatlon 

8.1. A general meeting of shareholders wfll be held at 75 Fox Street, Johannesburg 
on Wbdnesddy 16 September 1998 at 11:00 (South African time) or as soon as 
the general meeting of New Wtts te conducted, whlehewr Is tha lata, to earakfer 
and, if deemed fit, to pass tha special and orttinary resolutions required. War 
afls, to i mp lement the share rfittrfbution. 

8.2. If the resolutions referred to above are passed, an appfleatiori wfll be made Jo the 
High Court for the c o n firma tion of the reduction of the share premium of GFSA In 
terms of section 84 of the Companies ACL 1973 (Act 61 of 1973), os amended 
("the AcO- At tha hearing the High Court wWsata return date far co n firmation of 
the reduction of share premium. 

8.3. On the return dote if the reduction of share premium is con fi r n wd by the High 
Court, the special resolution and the Order of Court wffl be lodged with the 
Regatta- of Companies ("the Registrar") for registration of the special resolution. 

8.4. Subject to the passing of the necessary resolutions and registration by the 
Registrar of the special resolution, the share distribution wBI be affected on 
Monday 16 October 1898. 

as. Share certificates In respect ot tne affected stares, and where applicable, 
cheques in rasped of fractional entitlements to the affected shares, wfll be 
posted to GFSA shareholders on or about Monday 28 October 1996. 
as. Existing GFSA share certificates in GFSA wfll nernaln valid and good tor delfvery. 

a GondWons precedent 

The chare distribution Is subject to the fulfilment of the following conditions 
precedent 

• the passing, al a general meeting of GFSA shareholders, of the resolutions 
required to implement the share ctistitoution; 

* the High Court having confirmed the reduction of the company's share premium 
In terms of section 84 of the Act and having granted an order to thla affect 

* the registration by the Registrar o( the special resolution passed at the above 
mentioned general meeting; and 

• the delivery to and receipt by GFSA of all tea GFL and Stanbte shares held by afi 
or any of the wfiolly-owrwd subsidiaries of GFSA. 

10. Opinions and recommen da tions 

10.1 .The drreetore of GFSA are of the opinion tharthe share eflstrtoutten wffl benefit tts 
shareholder! and recommend that GFSA shareholder vote in favour of tha 
spatial and ordinary resolutions necessary to Implement the share distribution. 
1GL2-The directors o! GFSA and GFSA Holdings Untiled, the major shareholder of 
GFSA. Intend to vote In favour of the share distribution in respect of afl the GFSA 
shares that they hold. , 

11. Docume nta tion 

Qrradara, providing further detafls of the share distribution, wffl be posted to GFSA 
shareholders on 25 August 1998. 


Johannesburg 


19 August 1998 
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SUPPORT SERVICES CHIEF EXECUTIVE ADMITS TARGET HAS BECOME ‘A MILLSTONE' 




Rentokil fails to meet 20% growth target 



By Michael Peel 

Rentokil Initial t the business 
services group, has failed for 
the Drst time in 13 years to 
achieve Its aim of 20 per cent 
year-on-year growth in pre- 
tax profits and earnings per 
share. 

Sir CUve Thompson, chief 
executive, admitted the tar- 
gat had become a millstone 
and said the City seemed to 
assume the growth rate 
could be achieved irrespec- 
tive of economic and trading 
conditions. 

The company's shares 
closed down Z4p at 365p, a 
fall of 3.7 per cent 

Sir Clive's remarks came 
as he announced that pre-tax 
profits for the six months to 
June 30 rose 18.4 per cent to 
£229. 5m ($378.7m) on turn- 
over up 2 per cent at £l.«bn. 
Earnings per share increased 
185 per cent to 5.63p. 

Sir- Clive said missing the 
target was “a little bit disap- 
pointing'*. bat added that 
profits would have increased 
by 24.5 per cent and earnings 
by 25.5 per cent if exchange 
rates had remained constant. 

“We believe that these are 
strong results in terms of 
underlying growth," he said. 
"We don't see any need to 
change our objectives." 


Analysts said RentokH's 
failure to achieve its aim 
reflected difficult trading 
conditions rather thin short- 
comings in its performance. 
“This doesn’t signal a per- 
manent diminution in the 
way the company works." 
said Peter Cartwright, an 
analyst at Williams de Broe. 
The hurdles in the first half 
were simply too steep." 

Economic turmoil in Asia 
meant profits in the Asia 
Pacific and Africa region fell 
by 20 per cent to £23.9 m, 
despite a good performance 
In South Africa. Profits 
would have increased 
slightly if exchange rates 
had remained constant, but 
devaluations in South Korea; 
Thailand. Indonesia and the 
Philippines reduced the fig- 
ure on translation. 

Demand in Asia fell by 
between 10 and 20 per cent, 
causing the company to cut 
back plans to open new 
branches, and to freeze a 
programme aimed at extend- 
ing sales teams and launch- 
ing new services. "We are 
cautious about the situation 
in Asia," said Ted Brown, 
chief operating officer. 

Turnover was also 
depressed by the company's 
decision to shed lower mar- 
gin business in both the UK. 



where sales increased 55 per 
cent to £6749 m, and North 
America, where turnover fell 
3.6 per cent to £374 5m. 

North American sales 
were also reduced against 
the comparable period by 
Rentokil 's disposal last year 
of its security systems busi- 


ness and port of its resort 
management business. 

Mr Brown said the com- 
pany saw opportunities to 
expand in continental 
Europe, where profits grew 
18 per cent to £52 5m on 
turnover up 85 per cent at 
£315.9m. Underlying growth 


was particularly strong in 
France, Portugal. Sweden, 
Spain and the Benelux coun- 
tries. 

One analyst said Rentokil 
needed to -make -further 
acquisitions if it was to get 
back to achieving 20 per cent 
growth hi earning s and prof- 


its. The company . had 
reached those levels In the 
past partly by achieving sig- 
nificant improvements in the 
operating profit margins of 
companies it acquired, he 
said. • 
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Asian projects 
behind Weir rise 


By Christopher Swain 

Western -sponsored projects 
in Asia helped Weir, the 
engineering group, to evade 
the gloom that has beset its 
sector and beat analysts' 
forecasts with a 6 per cent 
increase in interim profits 
before exceptional gains. 

Orders from two nuclear 
power developments - one 
In Taiwan backed by Exlm 
Bonk of the US, the other in 
China supported by a Euro- 
pean banking consortium - 
together added £18m ($30m) 
to group orders. The engi- 
neer was also lifted by a con- 
tract to supply pumps and 
valves for an oil pipeline 
between Sudan and the Red 
Sea, which contributed a fur- 
ther £20m to orders totalling 
£3l2m- 

Sir Ron Garrick, who con- 
firmed that he would move 
up from chief executive to 
chairman after the retire- 
ment of Lord Weir, great- 
grandson of the founder, 
later this year, said engi- 
neering projects In east Asia 
had proved relatively resil- 
ient. "The East may be had 
but there is still a power 


shortage", he said. "Our 
business in the region has 
declined in the past few 
years but 1998 should be bet- 
ter than 1997. It is not all 
doom and gloom,” 

Sir Ron also indicated that 
the group may resist the 
temptation for a large buy- 
back. Net cash reserves 
reached £39.2m and Sir Ron 
said Weir could comfortably 
afford to spend £120m on 
acquisitions but would look 
at deals up to £250m. 

Reporting pre-tax profits 
up 35 per cent at £37.4m 
(£27. 8m) for the 26 weeks to 
Jane 26, Sir Ron said Weir 
had managed to shrug off 
the strength of the pound. 

The group recorded a 
£7.9m gain on the £llm dis- 
posal of its Australian and 
South African mining prod- 
ucts operations. Excluding 
the gain, underlying profits 
improved from £27. 8m to 
£29 5m on turnover down 10 
per cent to £344 .4m, dented 
by the mining disposal. 

Weir said it had started its 
search for a new chief execu- 
tive. Sir Ron will be the first 
non -family member to head 
the company. 




ABN AMRO FUNDS 

Sooete U'!nv«TiMs»Tier! j On*M> VanjUe 
Register'd Otto L-216Q bixcmtaunj^jrchbefg 
4. me Jean Manner 
R C Linembtwitj B 47 072 

NOTICE TO THE SHAREHOLDERS 


,4s Mir fin* Exhaunlaarr General Meeting of Shjrehnhlrrs of 
ABN \MK>> FINDS (thi- "SKAVl ImM in Ijumlmuip. ™i 
Aujrus* 12. lOUfl at R.30 n.m. did nal rampK with ihv rrquirrd 
quorum, ihf nut-tin p in adjourned until Sqm-mlier q . 10*18 ;U 
tU.OO a. ■(■.. at the irpsri-iwl oflirc nf i hi- SIC.W. in onlw to tuli- 
un the ibllotriufr jgcmla: 

1. To waive the *ulKcripi>on eharpe: 

2. Tn rhjrp-v (hr maximum of (liu «alra i lutrpe from j°i» lo 5.23 "to: 

3. To adjust the rn.in.-if 3 .il lent fresto nuriu.i rwuKtMft ns fuHnw-e 

- for the Kmeranp Market* Eqnih Fund-. tururU: Ululul 
Knurring Markets Equin Fond: Latin Anrrira Equit) Fund; 
.Vm.hi Tiprr* Equity Fund; Eastern Europe Equih Fund; 
China Kipxil> Fund: Brazil Eqnjq Fund to l.W D n per annum: 

- fur the E>{nit> Fund-. ruuneK: Clidal Equit; Fund: Clulml 
Inform .Hjuri Saorl) Equih Fund; Clolial Ufr Soriejy Equity 
Fuml: Glolwl Re-our»-«-* Society Equity Fund: North 
Anu-rira Equiti Fund: Faimpe Equity Fund: Eon* Equily 
Fund: japan Equity Fund; Germany Equity Fund. 
Switzerland E<juin Fund: Netherlands Equity Fund: [uK 
Equity Fund In 1.10*0 per annum: 

■ fur the Emi-rpirq' Murkrfft Bond Fund-. namHy; ( Jolial 
Ennrqnnp Markets. Bum! Fuml; I -inn America Bond Fund: 
t<iii Bond Fund to I.Oll^b per annum: 

- fur the But nl Funds, namely: IS Bond Fund: Ortnany 
Bond Funik Nelbedand- Bond Fund Europe Bond Fund: 
Chili at Horn I Fund: Spain Bund Fund: Eum Bund Fnnd: 
Italy Bund Fund lo 0.trti D ii |nrr annum. 

A tumponson of ibr current oiul pmjuml nanaju-Dieiii h- fur 
all Funds is utaiktbk- at the i«jssIl-iwI ofTtci- of llie SICAV or the 
nfRre of the kx-al ReprrM-niaihe u|nm request nr i|in|kib-hu{. 
aicordinj: to the local laws ami repubiiort-. 

4. 1u ajifinni- ihc ilati- wlwn the alwff ( hanpe- will bti-nrac 
i-lfi-i'itii- as follow 5 : 

- Sejncuilmr 1 5. nr 

- li l.Ui-r ilaa- as may lie necessary in comply with iiral 
auliainth-s irquitrnn-iiL-. 

lh>- -bari-hntili-p- are aiUua-d that no quorum lot this adjourned 
Eitniunluun General Meet ins *s ri-qniml and that rrsolutwrta 
will In- [ussi-ij l» rhr uffinnaiin- inlc of (Ih* majority nf ihi- dur* 1 -* 
jin -4-nt nr n-prornletl al tin: mi-cUllp. 

Id order to lorttripali- :il the nut-imp of Septi-nilw 9. 1998. the 
nuttcis of iH-urer -hart-.- -haD dufursii their sham fll lh** talr-l b> 
"hyitemlii-r 3, l*Wfl with the knal ReprenmloliTC of the SICAV 
or I he Krpwrar of the SICAV in Lu-wmbourp (ABN AMKfl Bank 
(l.u\i-mbiHirjii S.A. 4. rue Ji-.m Munnet. L-2I3U l.uxrrahourp- 
KiirblN*q!l. 

For the diateWilert who can nut attend (bi* RKctfeg. |irm> forms 
will liT ai.iilalile :it thi> ciUicr nf the Jural Rcpre-eninuNe uf the 
SIC \V nr at tin- rrpi-ieieJ ollin- uf the SICAV upon request or 
Jiqutr hisL ai-conlinp tu the local lawn am) pvjuI.hioik. 

Tim | in ix y will Up < alii I only if the |ipix> fomi. duh ronqilcied. 
Inpi-lhcr with thr t-iiiirnr.c of ihc onncrsliqi of the shares. at*- 
iwmil at I lie nUke of the SIC.W at the EatPSl l>' Srptrmlier 3. 
1‘WIL 

Ibr -iharehutilrhi an* authorized in redeem iheir shares free nf 
rharpr, fur a jteriod nf thirtv days starting on July 27, I'MM. 

Luxembourg, on Aupw-l 12. IW8 
The Board uf Dui-ctur- 


Boots ends DTY involvement 
with £68m Do It All disposal 


By Christopher Brown-Humes 


Boots yesterday ended a 
disastrous foray into the UK 
DIY market, by agreeing to 
sen Do It All to a venture 
capitalist group Tor £68m 
($112ml In cash. 

The involvement has cost 
the pharmacy group more 
than £400m since it entered 
market in 1989 through Its 
£900m purchase of Ward 
White. 

Analysts welcomed the 
exit, saying the news con- 
tributed to the 35p jump in 
Boots shares to £10.05. "This 
business has done nothing 
like as well as the company 
hoped," said one. 

The buyer is Focus Retail, 
which will become the UK's 
third largest DIY retailer 
after including 71 DIY stores 
which it already owns in the 


north. Focus is backed by 
Duke Street Capital, a ven- 
ture capital company. 

The disposal follows Boots' 
sale last year or AG Stanley, 
the lossmaking home deco- 
rating group, which also 
came with Ward White. It 
means Halfords is the only 
significant part of Ward 
White to be retained - and 
the only part to have per- 
formed well. 

Lord Blyth. Boots chair- 
man. said: "This deal 
enables us to concentrate 
our efforts on growing onr 
core businesses.” Selling 
would create more value for 
shareholders than holding 
onto the business, the com- 
pany added. 

Boots bought Ward White 
to diversify away from what 
it considered to be a mature 
UK pharmacy market The 


acquisition brought with it 
Payless, a DIY specialist, 
whitdi was put into a 50-50 
joint venture with WH 
Smith's Do It All in 1990, 

But the timing was disas- 
trous with the UK beading 
into a prolonged housing 
market downturn and a DIY 
price war and Do It All, only 
the fourth largest market 
participant, suffering 
from a weak brand name 
and many poorly sited 
stores. 

In mid-1996, when Boots 
took over WH Smith's 50 per 
cent stake, it was paid £50m 
far its trouble. 

Boots said it would take a 
£312m exceptional loss on 
the sale - goodwill previ- 
ously written off to reserves. 
It added that it had suffered 
cumulative losses cm Do It 
All of £20m over the past 


eight years and had invested 
£80m in the business. Last 
year Do It All made a £2.5m 
operating profit on sales of 
£337m, its first profit for six 
years. 

Analysts paid tribute to 
Boots' efforts to turn Do It 
All round in the past two 
years, saying it closed down 
many poorly located stores 
to make it a more attractive 
sale proposition. They also 
suggested the exit could 
prove well-timed if the hous- 
ing market proves to be 
entering a new period of 
sluggishness. 

But they said the sale 
price was lower than expec- 
ted and were concerned that 
Boots would still be acting 
as guarantor on leases on 29 
Do It All stores. It will con- 
tinue to own a further 12 
stores. 




Ward White te a sensitive 
subject round Boobs’ Way in 
Nottingham. If 'anyone 
needed reminding Why, yes- :Xtj . _. 
today's disposal of DIY store iojSp *’■ 

Do.lt AQ provided It a £3l2m ' 

goodwill writeoff is attached 
to the £68m sale price, arpafn- 
fol legacy of the failed acqoi-, 
sition that brought Boots. 

Into the DIY business. The 
disposal does not finally put 
a- line under. Ward; White; viig) 
vehicle parts business Hal- yr.-t 
fords remains, but it is mak- 
in g decent profits, even if it '■ ri 

stands out as tbe sole ncto: ^ ' • 

health part. of the basmass. nmo' ; 

Still, the premium rating the ", J 

share now acdoys is a measure of how things have moved on 
for Boots. Some of this reflects its sbort-tenn appeals as a 
defensive play. But mostly it is recognition that the com- 
pany is well managed with strong growth prospects: espe- 
cially abroad. There are not too many of those around in the 
sector. 

FSA 

While the financial services bill is deliberately short on 
detail, avoiding a myriad of rules, the emerging; framework 
throws up some awkward questions, about consumer protec- 
tion. The trouble is that the' ideal,-, a well informed cus- 
tomer base - is deemed to be some way off. And the -PSA's 
laudable plans to educate the public will take years to feed 
through. Coupled with exte nded policing powers and pres- 
sure from politicians, the caveat emptor principle may get 
submerged.Tf this happens, not only will product innovation, 
be Inhibited^ but the cost of financial products will rise. 

So far, the extra demands cm companies are reasonable. 
Pensions salesforees, for instance , now have to follow a 
doc umen ted procedure -that makes, the pros and cons of a 
product mare transparent to the customer. But there is atm 
an. uneasy conflict between the salesman's need to sell and 
the customer's need for truly independent advice. One trend 
the FSA should encourage is that towards fee-based advice 
for those who are not sure which product if any, they need. 

- Companies can help themselves by Including such factors 
as customer retention in their staff incentive schemes. And 
the training btirden seems set to increase. If the FSA goes . 
for undercover shopping as one of its monitoring methods, 
bid fashioned selling techniques will become even more 
risky. But the mare defensive and complicated the sales 
effort becomes^ the less 1 profitable it will be. 


BTR buys Swichtec 
for up to NZ$141m 


BTR, the former cong- 
lomerate that has restruc- 
tured as an engineering 
group via a substantial pro- 
gramme of disposals, yester- 
day bought Swichtec . Power 
Systems of New 7z»nTgnri far 
a__ jnaximum _'-_NZ|l4lm 
<$73m), wxites.Fatrick Stiles. 

Swichtec makes direct cur- 
rent power equipment for 
the telecommunications 
industry and supplies the 
Asia-Pacific and Latin Amer- - 


ica markets. The manage- 
ment team will remain in 
place. 

The initial consideration is 
£23 m, with earn-out pay- 
ments of up to gaim depen- 
dent on. the. performance of 
J.vrichtoctoJhe end _of 1999. 

fen Strachan, chief execu- 
tive of BTR, said the combi- 
nation of Swichtec with 
BTR's global reach offered 
additional opportunities for 
growth. 


Allied Carpets loses executives 


By Andrew Edgecflfto- Johnson 

The finance director and 
retail operations manager of 
Allied Carpets resigned yes- 
terday, a week before the 
retailer is due to reveal the 
findings of an investigation 
into accounting irregulari- 
ties. 

David Pout, who became 
finance director on the 
group's 1991 management 
buy-out from Lowndes 
Queensway. and Steve Bar- 
ber. who was responsible for 
store operations in the UK, 
resigned with immediate 
effect. The company would 
not say whether either 
would receive compensation. 


The latest blow to the car- 
pet retailing sector came five 
weeks after Allied disclosed 
that some stores had devi- 
ated from its stated account- 
ing practices by recording 
sales before products were 
delivered to customers. 

Julian Lee, chairman, said 
that the resignations should 
not be interpreted as an 
admission of culpability, bat 
would add no further detail 
to the group's statement. 

Analysts generally wel- 
comed the departures, with 
Nathan Cockrell of BT Alex 
Brown saying: "These are 
the people you would expect 
to be responsible and to be 
the fall guys." 


He added: “We have yet to 
understand the nature of the 
problem. It is difficult to 
know whether they let 
things slip, or are being 
turfed out to get rid of the 
eggy smelL” 

Allied's auditors at Arthur 
Andersen have completed 
their Investigation, and the 
company will announce 
their fi n din g s on August 26, 
along with results for the 
year to June 27. 

The group will also ask 
the Stock Exchange to lift 
the suspension of trading in 
its shares. The exchange is 
believed to have asked far a 
review of internal controls 
as a condition of re-listing. 


After a series of profit 
warnings, Allied's shares 
had fallen from a post-flota- 
tion high of 320p in January 
1997 to 74V»p by last month. 
Robert Miller, analyst with 
Dresdner Kleinwort Benson, 
said he expected trading to 
resume at 60p-65p. 

Three weeks ago Ray 
Nethercott, managing direc- 
tor, said more than half of 
its '258 stores had been book- 
ing sales earlier than 
allowed under its accounting 
rules, and said there would 
be a £3m exceptional charge 
this year. Analysts, who had 
expected pre-tax profits of 
£18m (£16.7m) now expect 
about £lOin. 


Conversion work 
lifts Micro Focus 


By Paul Taylor 

Year 2000 and Emu-related 
computer code conversion 
work helped Micro Focus, 
the Anglo-US computer soft- 
ware and services group, 
raise pre-tax profits 94 per 
cent to £10.Im ($16.7m) in 
the six months to July 31. 

Turnover a* the group, 
which recently announced 
plans to acquire Intersolv, a 
US computer services group, 
for $534 m. rose 42 per cent to 
£58. 6m. 

Shares In the group, which 
is quoted on both the Lon- 
don Stock Exchange and 
Nasdaq, gained 25p to 487'/ip 
in London. 

Martin Waters, chief exec- 
utive. said: "We are pleased 
with our continuing strong 


operating performance, 
wbile we made significant 
progress on our key strategic 
objectives." 

Second quarter turnover 
increased 29 per cent to 
£29.3m while pre-tax profits 
rose from £3. 12m to £>L97m. 

Mr Waters 

said Micro Focus would 
continue to supplement 
organic growth with strate- 
gic acquisitions. 

Mr Waters said transfor- 
mation work, including work' 
on Year 2000 problems and 
monetary union in Europe, 
accounted for 19 per cent of 
turnover. 

He dismissed suggestions 
that this might dry up after 

the end of the decade. "We 
do not see that happening." 
he said. 


ProLogis buys 
warehouse chain 


By Norma Cohen 


ProLogis, the US group that 
specialises in distribution 
centres, has acquired King- 
spark Group, the warehouse 
chain, for $I57m, giving the 
Denver-based company its 
first significant presence in 
the UK, 

The move is part of Pro- 
Logis ‘ aim of serving an 
increasingly international 
list of distribution-based 
companies which need ware- 
houses around the world. 

Kings park clients include 
JSninsbury, Die supermar- 
ket chain. Heitiz, the food 
producer, and NFC, the 

freight company that also 

trades in the US underthe 
Excel name. ProLogis’ strat- 
egy has been to work with a 


core group of large clients. 

Last December ProLogis, 
formerly Security Capital 
Industrial Trust, purchased 
FrigkBcandla, Europe's larg- 
est refrigerated warehouse 
chain, for 9395m. tripling its 
refrigerated warehouse 
capacity. 

The Kingspark buy 
includes strategic land hold- 
ings totalling 369 acres and a 
further 1,703 acres controlled 
through contracts, options, 
joint ventures and/or devel- 
opment agreements. ProLo- 
gis has also acquired the 49- 
member management team. 

ProLogis now controls 
more than 5JXIQ acres of land 
In 44 countries, with future 
development potential for 
8lm sq ft of distribution cen- 
tres. 
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EURO PRICES 


EQUITIES 


Europe comes off the pace 


CURRENCIES & MONEY 
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EUROPEAN OVERVIEW 

By Martin Dfcteon, 

Brands! Editor 

European equity indices 
made modest gains in miTnfl 
trading yesterday as,tbe pos- 
itive impact of overnight 
Asian strength was count- 
ered by a weak opening on 
Wall Street and a farther 
plunge in Russian stocks. 

The FTSE Eurotop 100 
index dosed up 13.16 points 
at 231 4 - 36 , while the broader 
FTSE Eurotop 300 index fin- 
ished up 5.47 at 1 , 219 . 70 . 

The FTSE Ebloc 100 index, 
which covers stocks from 
countries joining monetary 

-hlSE Beratop 300 tBjrobtac--. : 

tads '■* .. 


union in the first wave, fin- 
ished at 1 , 029 . 98 . np & 3 Q 
points. 

Bond markets were little 
changed, with the bench- 
mark German 10 -year bund 
quoted in late trading steady 
at 10253 , for a yield of 4.426 
percent 

The best performing sec- 
tors included extractive 
industries, up 3.2 0 per cent 
while investment ewnpanfog 
rose 3 J 9 per cent with GBL 
UP Ecu L 90 at Ecu 176 . 45 . 

Other gainers included life 

insurance, up 2^8 per cent 
gas distribution, up X 94 per 
cent, and breweries, pubs 
and restaurants, up L 94 per 
cent 


Falling, sectors included 
support services, down 1 M 
per cent, with Rentofel Ini- 
tial down Ecu 020 at Ecu 
5 . 40 . while Adecco (Br) rose 
ECU 12.40 to Ecu 43 * 28 . Ofi 
exploration and production 
dipped L 7 D per cent 

Among the strongest per- 
forming stocks - \ was 
Hoechstwhich dosed up Ecu 
2.80 at Ecu 41 after announc- 
ing -its results and plans to 
sell Its Herberts industrial 
paints division for SL 7 hu to 
Kcddbog Kravis Bobcats, the 
OS buy-out specialists. 

Meanwhile, analysts at 
JH. Morgan pointed, out that 
since the equity market cor- 
rection began on July 20 


cyclicals such as chemicals 
and engineering had not 
only performed worst among 
European sectors, but had in 
most cases underperformed 
tbdr US equivalents. Sectors 
hurt least by ' the market 
drop included utilitie s, phar- 
maceutical s and retail. 

. The analysts increased 
their recommended weight- 
ing in pliMUMCWtriralis, not- 
ing t hat its relative cmder- 

perfonnazice in recent 
months had already started 
to turn. 

They argued that the 
stocks would continue to see 
support in more volatile 
times and should enjoy more 
positive product news. 
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With a unique balance of skills, culture and resources, Credit Suisse First Boston 
is helping clients position themselves to reap the benefits Die euro will bring. 
No other firm has quite the same combination of global business and European 
“home market" capabilities. 
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INTERNATIONAL CAPITAL MARKETS 


Prices ease as share rally continues 


By Simon Davies h London 

and John Labate in New Yofi 

Prices were mostly lower 
yesterday, as investors 
responded to the sustained 
rally in equities and con- 
cerns over the fallout from 
Russia continued to subside. 

The decision to hold inter- 
est rates unchanged in the 
US came as no surprise, fail- 
ing to ignite any rally in 
Treasuries, and strong stock 
markets eroded the desire 
for safe-haven Investing in 
bonds. 

US TREASURIES were 
narrowly lower by early 
afternoon as the dollar fall 
back against the yen. The 
benchmark 30-year bond was 
off £ to 99, sending the yield 
higher to 5.569 per cent 

Among shorter-term issues 
the two-year note was down 
& to' 100&, yielding 5356 per 
cent while the 10-year note 
was off tV to lOifi, yielding 
5.419 per cent 


The dollar fell back on 
comments from a Japanese 
government official suggest- 
ing intervention may be 
close at hand. For a second 
day the flight-hHpiality bid 
that boosted Treasuries late 
last week and on Monday 
was thinning . 

“There’s been some buying 
in the short end by hedge 
funds, but that's about itT 

said Tom O'Connell senior 
government trader at First 
Chicago Capital Markets. 
Some in the market are bet- 
ting the Federal Reserve has 
changed its bias. 

Although it remains a thin 
week in terms of new eco- 
nomic reports, today a new 
release on initial unemploy- 
ment claims is due. 

In Germany, the IFO sur- 
vey showed business confi- 
dence to be in line with 
expectations. Export growth 
was failing , while domestic 
demand remained fairly 
robust, but given the situa- 
tion in Russia, and com- 
ments from a Bundesbank 


10 -yearbond yields 

rtrceet • 


03. 



52 L 


t«8. 


.to 


council member that core 
European rates would not 
have to rise ahead of Emu. 
there is little expectation of 
a move on rates today. 

David Keeble. bond strate- 
gist at Credit Suisse First 
Boston, said: “It is all point- 
ing to softer growth from 
Germany going forward, and 
it is still a favourable envi- 
ronment for bonds. But the 
rebound in stock markets 


has taken the edge out of 
what was an equity-inspired 
bond rally." 

The September GERMAN 
BUND contract moved aide- 
ways. settling at 110.10 in' 

London, unchanged on the 
day. Volume in Frankfurt 
remained subdued, with just 
over 388.000 contracts 
traded. 

In the UK, investors were 

presented with conflicting 

views on the economy, as 
July's retail sales figures 
wmift in higher than expec- 
ted, but June’s figures were 
revised downwards. 

Economists blamed this 
confused picture on the poor 
weather and effects of the 
World Cup football competi- 
tion, but buoyant July num- 
bers sparked early weakness 
In UK GILTS. 

Within the 0.9 per cent 
overall increase In retail 
sales, there was a near 6 per 
cent climb in clothing sales, 
showing the consumer is 
alive and well, albeit encour- 
aged by the summer sales. 


The September contract 
settled 0.20 Iowa- at 109.99, 
10 basis points above its low 
for the day. Short sterling 
also fell five or six basis 
points in most contracts, 
reflecting interest rate con- 
cerns. The adjusted yield 
spread over bunds rose two 
basis points to 127 points. ■ 
David Brown, at Bear 
Steams, odd - "The sl id** in 
the dollar /yen combined 
with persistent rumours of 
intervention twnk -fail- 
ures in Japan, suggest that it 
is going to be the yen that is 
the key to global bond 
stock markets for the next 
few days at least With this 
in mind, bonds are likely to 
ease back." 

• The Chicago Board of 
Trade yesterday approved its 
global network trading alli- 
ance with Eurex, the Ger- 
man-Swiss derivatives 
exchange, and confirmed it 
will adopt the Eurex elec- 
tronic trading platform. The 
alliance is scheduled to be 
implemented by July 1999. 


Increase seen 
in issue activity 


(NT^rMTlONALBONDS 

By Vincent Boland 

Some calm returned to the 
international bond markets 
yesterday as new issue activ- 
ity picked up slightly from 
earlier in the week and 
spreads in the secondary 
market became a little more 
stable. The focus remained 
firmly on Russia, which 
delayed until Monday a 
restructuring of the GKO 
market. 

Bankers said, however, 
that the bond markets were 
virtually closed to all but the 
most highly-rated issuers, 
despite a lengthening pipe- 
line of borrowers. 


WORLD BOND PRICES 


“The capital markets are 
closed - nobody can come to 
the market right now, and 
credit spreads are widening 
for just about everybody," 
one syndicate banker said. 

“Investors have lost a lot 
of money on almost every 
new issue in the past few 
weeks, and a lot of value has 
been wiped out There is no 
shortage of borrowers, but 
wbat I think we are going to 
find is that there is a short- 
age of investors with money 
they are willing to invest" 

Several sovereign borrow- 
ers from Asia and Latin 
America have either man- 
dated or are ready to man- 
date deals, and some are 
“probably desperate for 


1 New international bond 

issues 
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funds," bankers said. How- 
ever. none is likely to 
emerge in the current envi- 
ronment because they would 
not be willing to pay the 
huge premiums now 
required to lure investors. 

New issuers yesterday 
showed the extent to which 
any buyers left only want 
the highest-rated paper. 

JAPAN DEVELOPMENT 
BANK, a lending agency 


guaranteed by the Japanese 
government raised Y25bn in 
a deal structured to over- 
come investor concerns 
about the country's ailing 
banking sector. 

JDB has the comfort of the 
sovereign AAA rating, bnt 
included put options at 10 , 
15, 20 and 25 years allowing 
buyers to redeem their 
investments at par. 

“There are core investors 


for this particular product 
and the put options give 
them greater flexibility," 
said a syndicate banker at 
Tokyo-Mitsubishi Interna- 
tional, lead manager. 

The pricing, to give a cou- 
pon of L81 per cent, was con- 
sidered generous relative to 
Japanese Interest rates, but 
the banker said it “allowed 
us to provide funding at an 
acceptable co6t". 


US IPOs 
delayed 
by market 
volatility 


By Vincent Boland 


Stock market volatility 
forced, the postponement of 
three US initial public offer- 
ings yesterday in the latest 
sign that the equity new 
issues market is suffering a 
severe backlash -from, the cri- 
sis g r ippin g wnpi^ in g mar- 
kets. 

Pinnacle Holdings, a wire- 
less communications com- 
pany. Aspect Medical 
Systems, which makes medi- 
cal equipment and technol- 
ogy group Icarus Interna- 
tional put off deals due to 
have been priced yesterday 
and there was no immediate 
indication when they might 
be reactivated. 

Pinnacle had already cut 
the price range and size of 
Its IPO, which it had initially 
hoped would raise at least 
5189m. New American 
Health, another healthcare 
group, also yesterday 
reduced the size of its IPO, 
due to be completed today, 
from fan to fan shares. ' 

David Menlow, president 
of the IPO Financial Net- 
work, said the postpone- 
ments were a continuation 
of a trend that has emerged 
since June, when IPOs began 
to underperform. Companies 
seeking listing s were under 
pressure to lower their 
expectations by up to 33 per 
cent 

“It is another example of a 
market unwilling to take 
any deals unless they are 
revised," be said. Far a deal 
to do well in the current 
environment, it needed both 
good fundamentals and a 
compelling story. “It’s not 
the steak that’s selling but 
the sizzle," Mr Menlow m?h 

The new issues market 
outside the US. is also 
retrenching, with several 
deals expected in 1996 being 
put off until next year. .. 



By Stamm Parks, 
Capital Markets Editor 


Activity in over-the-counter 
derivatives collapsed in the 
second half of fast year as a 
result of the Asian crisis and 
the impact of European eco- 
nomic and uttirwi 

according to the latest fig- 
ures from the International 
Swaps and Derivatives Asso- 
ciation. • 

The OTC market had out- 
standing derivatives con- 
tracts with a notional value 
of $29.035bn at the and of 
1997, 14.1 per cent higher 
at the end of 1996. 

However, fears of the 
effects of Emu on derivatives 
trading proved well-founded, 
as second-half activity was 
12 per cent lower than in the 
same period in 1996, the first 
such decline, and nearly 40 
per fHMnt lass than in the first 
half of 1997. 

By comparison, turnover 
on exchange-traded deriva- 
tives contracts grew by 11 
per cent last year, according 
to Bank for International 
Settlements data. 

Thomas Montag, the 60 - 
chairman of ISDA’s market 
survey committee and a 
managing director of Gold- 
man Sachs, said: “Strong 
increases in .both activity 
and outstandings that char- 
acterised the first half of 
1997 were offset in the. sec- 
ond half , reflecting the sharp 
danfinR in Asia business." 

The survey covers cur- 
rency swaps and Interest 
rate swaps and options, bat 
it does not include credit 
and equity derivatives, both 
areas that have seen expo- 
nential growth over the past 
two years. 

Karsten Le Blanc, director 
at Credit Suisse Financial 


Products, said: “A lot of 
derivatives trades during the 

past few years were based on 
everyone trying to ilde the 
Emu wave. Investors used 
p faiio vanilla inte rest rate 
swaps to play the differential 
between interest rates in the 
care European countries and 
those of Italy and Spain. 
Those opportunities have 
dwindled." 

Interest rate swap® vol- 
' nm»»« were down by 42 per 
rent in the second half of the 
year, compared with the first 
/half. 

Mr Le . Blanc said volumes 
were still probably lower 
than in the first half of last 
year, reflecting the virtual 
end to Interest rate and cur- 
rency convergence among 
the 11 initial members of the 
single currency. 

• However, he said: “In 
terms of revenues, the role 
of interest rate swaps has 
become less important, 
because increasing competi- 
tion ha» meant falling mar- 
gins. It has become a com- 
modity business. And these 
revenues have been made up 
for by yinrfta s rng activity in 
other areas." . 

Currency swaps activity 
- remained buoyant last year, 
with a 17 per cent increase 
in the value of outstanding 
contracts, compared with 
1996, and a 49.5 per cent 
increase in turnover to 
$l,135bn. 

- . There was a 130 per cent 
increase in turnover in 
“other currencies", 
reflecting the growth in 
emerging market activity. 

D-Mark and dollar swaps 
showed considerable gains, 
while a number of the Euro- 
pean currencies registered 
declines as the. impact of 
Emu was felt 
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CURRENCIES & MONEY 


“Mr Yen” battles for his currency 






By Stood Kuperaod 
Cftrtstopher Adams 


Eisuke Sakakibara, the 
senior Japanese finanm min- 
istry Known as “Mr Yen", 
celebrated his comeback ye& 
terday. 

In the early 1990s he could 
raise the yen virtually by 
saying “Good morning", but 
some time last year he lost 
his touch. From his messy 
room in the finance ministry 
he would try talking the yen 
up, but usually the currency 
would fall. To make things 
worse, he was reprimanded 
this spring for being “exces- 
sively” entertained 20 times 
by the private sector. 

But yesterday he dragged 
the yen YU! high or 
the dollar. The currency 
closed in London at Y143J). 

When Mr Sakakibara 
Spoke overnight the market 
was already nervous that 
Japan might intervene for 
the yen. “Risks of the stran- 


ger yen for investors are 
becoming bigger ”- he said. 
“They should be careful 
about that Chances fin- yen 
supportive intervention are 
drawing near." in recent 
days he has made nmite- if 
less explicit comments. Yes- 
terday's remarks prompted 
investors to take profits on 
the dollar's latest surge to 
an eight-year high against 
the yen just above Y 147 . 

Paul Chertkow, head at 
fSobal currency research at 
Bank of Tokyo-AGtsubishi in 
London, said the prospect at 
Imminent bank reforms in 
Japan was also helping the 
yen. That was why tha Japa- 
nese stock market had risen 
as Well as the currency. He 
said Japan would aimrret cer- 
tainly deliver Hcmlc y ^fn e- mg 
by the end of September. 
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The yen's rise dragged 
most Asian ' currencies 
higher. Tim Hong Kong 
: stock market gained more 
than 5 per cent, as fears 
receded that a falling yen 
would prompt China to 
devalue the renminbi and 
HK dollar. Market strategists 
added that the Hang Kong 
Monetary Authority helped 
shares upward with some 
well-timed purchases. The 
Indonesian rupiah jumped 
fipl.000 to about Rpll^OO 
against the dollar. 

The pound firmed after 
strong UK retail sales fig* 
ures for July reduced fears 

•that the c mmtr y wan dnlritv g 

into recession. 

■ While Japan threatens to 
intervene, the yen rises. Yet 
if Japan did intervene, the 
currency could suffer. 

Strategists say interven- 
tion might fail, grown that 
the market expects it and 
that Japan would probably 
be acting without the help of 
the US. “It’s the threat of 
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action which more often 
achieves the aim than action 
itself," said Jeremy Hawk- 
ins, economist at 

of America in London. “The 
Japanese have been using 
the crisis to step tip 

verbal intervention-” 

Ravi Bukhandani. senior 
currency economist at Mor- 
gan Stanley in London, said 
an intervention “might be 
seen as a dollar -buying 


opportunity because it has 
been so widely telegraphed". 

Many strategists are there- 
fore skeptical that Japan 
will intervene soon. 

■ The main effect of the rou- 
ble’s fall on Monday has 
been more pain tar the cur- 
rencies of other cammodity- 
exporting countries. The the- 
ory is that Russia might 
soon sell reserves at gold 
and sUver for hard currency. 

The Rank of HunaHii was 

forced to Intervene for the 
Canadian dollar again, yet 
the "loonle” fell half a cent 
to C$1,533- against the US 
dollar. Low oil prices pushed 
the Norwegian krone down 
from NKr<L280 to NKr4.2&4 
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against the D-Mark. 

Max Tessier, at Bank 
Credit Analyst in Montreal, 
said Canada could keep 
intervening for its cmreocy 
far some time to come. The 
central bank has healthy for* 
eign exchange reserves, 
because it has profited in the 
past from buying the Cana- 
dian dollar at weak levels 
and wiling it on rebounds. 
Also, its interventions of the 
last week have been rela- 
tively cheap. Mr Tessier esti- 
mates that it spent only 
$ 100 m-$ 200 m each day. 

The bank may well have 
to keep intervening. Mr Tes- 
ter says: "It has been fairly 
clear in saying that it 
doesn’t intend to raise inter- 
est rates to defend the cur- 
rency unless things get out 
of hand." 

He says the bank may 
even have to cut rates. Cana- 
dian inflation is at 1 per 
cent, and it is not supposed 
to deviate by more than a 
percentage point from the 
bank's target of 2 per cent. 
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COMMODITIES & AGRICULTURE 


Brent Blend crude makes modest gains 


MARfGEFS RETORT 
By Robert ConSne 
and Gary Head 


Bulging crude oil and 
refined product stocks con- 
tinued to bear down on 
energy markets yesterday, 
although the bellwether 
Brent Blend for October 
delivery made modest gains 
on London’s International 
Petroleum Exchange, where 
it was $1124 a barrel in late 
trading, up 15 cents on Tues- 
day’s close. 


The .gains were attributed 
to new estimates from the 
US showing a fall in crude 
oil and gasoline stocks. 

Weekly official statistics 
from the Energy Information 
Administration showed gaso- 
line stocks had fallen by 
21m barrels, although a sim- 
ilar survey by the American 
Petroleum Institute (API) 
showed a 5.5m barrel 
decline. Both surveys 
showed a more modest 
weekly fan in crude stocks. 

However, it was the year- 
on-year data, showing erode 


stocks at a 15-year high and 
gasoline inventories up 15 
per cent from last year, that 
set the uncertain tone in the 
markets. 

This year's steady rise in 
oil and product inventories 
is a reflection of the global 
crude glut that has sent 
prices tumbling to 10-year 
lows. High stocks depress 
prices and. although traders 
welcomed signs of 
short-term reductions, they 
are seeking firm evidence 
that longer-term supply 
trends are improving. 


Yesterday’s figures offered 
little relief. The API said 
stocks of crude oil and 
refined products rose to 
l-l 2hn barrels in July, 13 per 
cent highs’ than a year ago. 
It estimated that crude 
stocks were up 11 per cent to 
343.7m b/d. 

Trading was again sub- 
dued on the London Metal 
Exchange, dispelling early 
views that the Russian eco- 
nomic crisis might spark a 
price collapse in nickel, 
which managed to stay 
above $4,000 a tonne, the last 


trade being £4,100, up S45 
from the previous close. 

‘Tor base metals, this 
week's developments are 
broadly neutral, or at most 
mildly bearish . . . The 
amount of wwtai that could 
be freed up for export by fur- 
ther depression of home 
demand is now very lim- 
ited," was the view of Tony 
Warwkk-Ching, analyst with 
Flemings Research. Apart 
fium nickel there was little 
activity in base metals. 

The International Copper 
Study Group has reduced by 


1m tonnes its estimate of 
copper mining capacity for 
2001, reflecting the impact of 
the economic slowdown in 
Asia. 

The ICSG said current 
plans "may result in total 
mine capacity reaching up to 
iSJSm tenues in 2DQ2". 

The London International 
Financial Futures Exchange 
saw cocoa ami coffee trading 
marking yester- 

day m the absence of any 
fundamental news and the 
lack of smious investment 
fond activity. 



The draught has shrank Indonesia's rice-planting areas by 4.13 per cent to 1A68m hect ar es 


Talks on seabed 
minerals code 


By Canute Ja me s in Kingston 


Drought 
hits rice 
crop in 
Indonesia 

By Gary toad 


The severe drought suffered 
by Indonesia in the course of 
the past 12 months means its 
rice production will fan by 
6.25 per cent to 46.3m tonnes 
this year, wrecking the coun- 
try's hopes of returning to 
self-sufficiency in this staple 
food commodity. 

According to A. M. Saefod- 
rifn, Indonesia's food minis- 
ter, the country plans to 
import 3.1m tonnes in fiscal 
1998-99. the biggest amount 
since the start of the 1990s. 
Production In 1997-98 was 
almost 50m tonnes. 

The 3.1m tonnes of 
imperts. against Just 350,000 
tonnes in 1997, will come 
mainly from T hailand and 
Vietnam, the world’s biggest 
exporters. 

The dronght, brought 
about by .the now-ended El 
Niilo global weather phe- 
nomenon. shrank Indones- 
ia’s rice-planting areas by 
4.13 per cent to 10.68m hect- 
ares, from 11.14m hectares in 
the previous season, and 
also reduced yields. 

Earlier this month, Beddu 
Amang, chairman of Balog, 
Indonesia’s state-run com- 
modity organisation, said 


Indonesia was aiming to 
return to self-sufficiency in 
rice production, as was the 
case from 1984 to 1993. 
Before the mid-1980s, Indon- 
esia was the world's biggest 
importer of rice, taking some 
2.5m tonnes a year from 
other producers. 

Because Indonesian 
demand for rice is growing 
so rapidly, it is now likely 
that the country will remain 
a large importer for the next 
five years at least Indones- 
ia's current per capita rice 
consumption is 131kg. 

The rapid implementation 
of the large-scale import pro- 


gramme is being und ertaken 
to prevent food shortages in 
a country where political 
instability has recently 
returned. 

Indonesia had a rice sur- 
plus of 5m tonnes in 1996 
and 1997, but stocks are now 
down to about 2m tonnes. 
The country is expected 
shortly to sign a govern- 
ment-level agreement with 
Vietnam for a rrm/rigninpnt 
of 400,000 tonnes of rice. It 
will also tender for 600,000 
tnnnpg an August 26 and the 
same amount in September. 

Global rice production this 
year is estimated by the US 


Department of Agriculture 
to be about 386m tonnes, the 
bulk of which is consumed 
in the producing countries. 
Total trade volumes this 
year are expected to grow by 
20 per cent to 25m tonnes. 

However, global supplies 
may be titter later this, 
year, not least because wide- 
spread flooding in China 
may cat its production this 
year by 2m tonnes. 

In three recent instance 
of serious flooding, in 1988, 
1993 and 1994. China signifi- 
cantly increased its rice 
imports to compensate for 
losses. 


The International Seabed 
Authority, the UN agency 
responsible for administer- 
ing the Law of the Sea 
treaty, has started discus- 
sions cm a code to govern the 
recovery of minerals from 
fhp international seabed. 

Delegates from 138 coun- 
tries are meeting at the 
ISA’s headquarters in 
Jamaica over the next three 
weeks, hoping to conclude 
one of the treaty’s most con- 
troversial aspects. 

The mining code sets out 
the rules for prospecting and 
exploiting trillions of dollars 
worth of polymetallic nod- 
ules that are lying on the 
international seabed, outside 
the 200-mile economic zone 
of any co untr y . The nodules 
contain copper, nickel, man- 
ganese. cobalt and other 

minpral.g- 

Agreement on the code 
will clear the way for inves- 
tors to begin the recovery of 
these nodules, mainly In the 
Pacific and Indian Oceans. 

Satya Nandan, the authori- 
ty's secretary general, said 
approval of the mining code 
was “among the most impor- 
tant milestones in the work 
of the authority". 

Approval of the code 
would end more than a 
decade of often contentions 


debate among members of 
file UN. With the resources 
of ihp in| P H| gtinnai seabed 
having been declared the 
"common heritage of man- 
kind" by the UN, industria- 
lised and developing coun- 
tries have argued about who 
will benefit from deep sea- 
bed mining: 

Mori UN members are con- 
cerned that because they 
lack the technology for- sea.- 
bed mining , and the money 
to finance it, they will have 
no share of the wealth. 
Industrialised countries fear 
the ISA and its organs could 
be controlled by govern- 
ments that will not adhere to 
market principles. 

The participation of land- 
locked countries in seabed 
mining and in the benefits Of 
SUCb mining , and the effect 
that unbridled exploitation 
of seabed minerals could 
have on land-based produc- 
ers have been among the 
main concerns of traditional 
mineral producers. 

A flooding of markets and 
depressed prices could hurt 
land-based producers. 

Another issue is that the 

US and 10 other countries, 
including famiia and Swit- 
zerland, have not ratified the 
establishment of the seabed 
authority, though they have 
been g i ve n p rovi si onal mem- 
bership since 1994. 



NEWS DIGEST 


GOLD 


Russia seen as unlikely 
to sell from reserves 

RusstelsunfflcBlytosoBgoMfrowitsiyv^flkMi^a 

present currency crisis and. fn a ny awt 
enouoh ootd to destabBae the market, according to 

GeoSe Mffinfl-Stanfoy. 

of gold market analysis. The RusaanF^kattons 
reserves ot about 500 tonnes wore 
one tenth of thak size at foafr peak during Stafin s Soviet 
era, he said yesterday. , ^ nr ^ ri 

Nevertheless. Russia In the past had eng^dbJQoW 
"swaps" diving short-term financial crises. Thwa 
the central bank sefflng gold and fluwWfoefofl 
back In three months to a year, thus gMng Jt access to 
dollars in the meantima. In the present crisis. Russ® 
almost certainly Involved In more gold swat»^ rt « v*y 
unlikely there have been any outright sales . Mr Mwing- 

S *Hew»dfecusalng the latest quarterly gold dem and fig - 
tires collected by the Gold Council, a promotional organi- 
sation financed by gold producers. The courted monitors 
trends in 25 countries accounting for about 00 per cent or 
demand. Demand in the first haH of this year 
totalled 1,041 tonnes, some 28 per emit lower than ayw 
earlier, the drop was “essentially due to the effect of tne 
economic and currency crisis In Asia and. in particular, to 
massive sales In South Korea and Indonesia in the early 
months of the year". . 

However, the pattern was vary different between the two 
quarters. In foe first quarter, when *dte-ho«dingVvas at 
its peak, demand fell to 406.6 tonnes, down 46 per cent 
from the first quarter of 1997. Second-quarter demand or 
634.3 tonnes was only 9 per cent lower than the record 
second quarter of 1997. Demand remained strong in the 
US and Europe and was “bouncing back quickly from the 
Impact of the Asian crisis. We expect foe strong recovery 
to continue for foe rest of fob year." Mr Mflfing-Stantey 


EDIBLE OILS 


Prices jump in India 

Edible ofls prices have jumped in indie because of a short- 
age of oBseeds, and traders are calling on the government 
to allow imports to satisfy demand. “The prices of ground- 
rut oil, foe country's most preferred cooking medium, are 
up nearly 60 per cent to Rs57 a kg since January, and foe 
ofiseeds crushing factories and refineries have rdto capaci- 
ties of over 60 per cent,” said S.C. Chatterjee, director of 
the Eastern Incfia 02s Industry Association. 

Domestic demand for edible oife is estimated at 82m 
tonnes this year, while foe supply will be about 6.5m 
tonnes. In the nine months to July 1998, India imported 
more than 1m tonnes of oils but the Import of oilseeds 
requires government approval, and many officials befiave 
imports would damage foe domestic industry. 

Mora than a month ago, Ramakrishna Hegde, commerce 
minister, said o&msai traders would be allowed to import 
1m tonnes of soyabeans. However, there has been no offi- 
cial st a t emen t and traders want co nfi r ma tion that they can 
go ahead with the frnports. Kuna! Bose, Calcutta 
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5103 -02 - - - 30 

512.9 -02 5100 5140 541 6.443 

5140 -02 1.708 

51 £0 -02 5200 5200 2 2031 

18034 83030 


Dac 


Jd 

Total 


ENERGY 

■ CSBDE 00 NTKX (1000 bn*. SfttanQ 


burnt Day 1 * 

pdea datff ngb 

Sep 13.12 +020 1322 

Oct 1325 *0.15 13.48 

«0V 1364 +0.10 1179 

Dae 1300 +0.14 1407 

Jm 1425 +0.12 1405 

M 1404 *016 1404 

raw 

■ CRUDE ML PE (Store* 


few Ml tat 

1204 35447 40036 
1322 30,433 1101k 
1303 0057 39094 
1308 5070 50475 
1420 1067 33.173 
1404 448 17040 

5828148*031 


Oct 

Nov 


6p® Day* 
price change Bgft 

1222 *0.13 1204 
1201 +012 1200 
1201 *016 1202 
1201 +006 1 302 
13.18 *013 1320 
1308 +013 1308 


Spot 10231 3 raBts: 10153 Eriks 1 GOBI Bate 10013 


■ aaiMMECOPPBtcaEq 

sen Dm* open 

plea cfcnge Hgta few Vri U 

tag 7305 *025 7305 7200 1,100 1020 

ftp 7315 +025 7300 7225 7.744 22078 

Oet 7340 +025 7300 7305 25 2090 

7345 +015 - 36 1037 

Dm 7365 +010 7400 7300 4075 16044 

J« 7300 +015 - - 137 1070 

ratal ryws fnnni 

PRECIOUS METALS 

■ LONDON 80UJ0H JHJUHET 

(Pitot appfted by MM ftttedaq 

GaMfTnyozj S pfca £ aqutv Sr apd* 

Ctoaa 26402M9 

Oparing 3850028580 

Herring fa 28375 17083 43077 

flflmm fa 28500 17028 43108 

Dafl Ugh 29680- 28600 

Dry* fen 2B34H8UB 

ftw ta a etna 

U» “a ftbaa field Leering tafaa (to USSJ 

1 »m*i 501 Bnafla 420 

2 rwrtfta 400 12 mrihe 4.13 

3 monks <sa 


1i 

2i 

3 wnOa , 


■ rusoOPEfttonm) 


Sett Day'S Open 

price charge Otfi La* no M 
Sip 10325 -1.75 10525 102.75 8.167 32.138 

Oct KM0O -100 10075 10025 5012 24083 

Nn 11225 -2.00 11375 11225 1.441 15071 

Dee 11600 -175 11700 11600 2282 38209 

Jan 11900 -1.75 12050 11O05 TBS 13024 

Ml 121.75 -100 12325 12225 180 10056 

Tetri 13,171144014 

■ H/UPMLSASFE (foD ftanfa pace pa ban) 


Sep 

11.140 -0010 11.170 1109 

470 

3,170 

Oct 

11-430 -0.190 11000 11.440 

200 

3075 


TaW 

■ NWMWLftttNWIR (10000 



Price chnge 

agb 

1mm 

Vri M 

Sep 

1038-0045 

206 

1022 32086 47.121 

Oct 

1060-0047 

2070 

1050 15,187 38009 

Me 

2000 -0.042 

2280 

2.180 

4074 26011 

Dec 

2.440 -0045 

1525 

2030 

3.119 27,180 

Jm 

3545 -0040 

2.820 

2040 

2096 26030 

Fab 

2475-0033 

2040 

2.470 

1.068 17,188 

Tata 




B05B2790B2 

■ QHJEA0S1 SASOLKE 



MIKX (42000 US GflJS OriSJ 



p™oy fa. 

314 82 

IBaag*. 

51000 


Latact DaTa 
fafan cMape 

Me» 

DPM 

faf Vri M 

0.40 6 PKMS 100 

ftp 

41.15 

-0.13 

4225 

4105 18J75 35088 

005 12 months 

1.75 

Oet 

4100 

+005 

41.75 

4000 10049 27.178 

an 


Mr 

41.45 

+009 

4205 

4145 1227 5030 



Dec 

42.15 

+009 

4275 

4215 1/458 7,100 

984-288 

175-177 

JM 

4205 

+004 

43.15 

4286 136 3060 

OrlO 

<l-«3 

RA 

TVW 

4351 

— 

” 

8 1009 
11087 87023 


27400 -025 27000 27325 13062 64026 
28900 -1.00 29200 20800 1,776 19030 
29700 -050 30000 2973)0 38 3025 

30700 -100 31100 30700 615 7023 

31500 -100 3183)0 31500 2 337 

2Q0M 127222 

COT P0OO bu Ota; ( 


Jri 


Dae 


ftp 

Tetri 


200.75 +100 21000 20025 13.180 02010 

210.75 +000 22125 21000 23.101 164051 

2313)0 +025 23275 2303)0 4047 4505B 
23025 ' +OZ 23375 23700 641 15000 

24400 +025 24525 2433)0 1039 20043 
24825 +000 24925 247.75 27 2048 

42006 31 90S 
■ BMlgMJfff (100«ann;gprfcaiN 


1 Sap 

6800 

-82 8800 8800 

7 

56 

Nov 

722S 

-02 7205 7235 

27 

863 

1 Jm 

742 

-0.15 7400 7440 

TO 

398 

Mar 

7800 

-02 

- 

05 

m 

7700 

-02 

- 

73 

Trial 



84 

1,485 

■ SOTASEMS C8T (50000a okc caritAUft ftetteQ 

Am 

58100+132 58700 571X0 

923 

786 

ft» 

5472 

+59 5489 9419 

527 17041 

i ft* 

54300 

+49 5439 5382 28,12 86046 

JM 

S12 

+39 5529 547.75 

2135 1302 

Mar 

58100 

+32 58200 557.75 

1091 12170 

■fay 

3682 

+42 5709 56700 

99 

306B 


ToW 


M SOYABEAN OL CUT (50000**: certs®) 


la N kl 

12.15 17.188 90088 

12.47 6033 28005 

12.73 2048 38,021 

1241 850 28, 702 

1317 333 10017 

1308 28 9032 

. nh rift 

00. WMEX (423)80 US grifc; crus grit) 

Lariat Day's Open 

price change Kgk few Vri H 

Sap 34.15 +005 34.45 3401 18023 35 SOT 

Oct 35.45 -006 3590 3535 12082 37010 

fasr 37.13 *03)7 3745 37.10 2,747 18002 

DM 38.75 +03)2 3015 38.70 20® 24083 

JM 40.15 +0.12 4000 40.10 802 24,733 

M 41.15 +0L17 41.55 41JB 686 15175 

Tetri 37070280001 


AM 

2405 

+000 

24.44 

240$ 

344 

418 

S«P 

Z405 

+0.14 

2453 

2412 

4032 25039 

Oct 

2445 

+0.14 

2402 

2423 

2732 17087 

Dec 

2468 

+0.12 

2405 

2401 

7074 48,109 

Jn 

2478 

+0.12 

3407. 2403 

379 

6.198 

Mm 

24BQ 

*005 

2480 

Z404 

1/403 

80*2 

Trial 





1802811X272 

■ S0TABBMIKALC8T (TOO 1TO SteO 


Mg 

1410 

*30 

1410 

1390 

1080 

1027 

Sap 

138.4 

+14 

1380 

1370 

8001 2279 

Oct 

1370 

+10 

1380 

1324 

2044 20008 

Dac 

1390 

+08 

1«L2 

1380 

7097 63088 

Jm 

141.5 

+00 

1420 

1400 

836 11,183 

■fer 

1450 

+07 

1482 

1*40 

1/4*0 

9025 

Trial 





21,727138008 

■ POTATOES UH=E (20 mac: £ per ftmri 


Her 

800 

_ 

_ 

_ 

_ 

3 

Mar 

1150 

- 

- 

- 

- 

- 

Apr 

1670 

-23 

158.1 

1850 

76 


■fay 

1770 

-25 

— 

- 

— 

2B 

JM 

1870- 

-20 


— 

— 

— 

Tata 





7V 

2038 

■ R5srr<8Fra9Lfrc(BfafedBcpaiM 


Aug 

823 

+35 

825 

780 

61 

240 

Oct 

92 

*40 

935 

325 

28 

*66 

Jm 

965 

+40 

— 

— 

— 

401 

Afa 

1000 

+25 

- 

— 

- 

200 

Jri 

680 

+25 

— 

- 

— 

200 

Trial 

Ota 

Far 



747 

1051 

8H 

790 

785 






PULP AND PAPBl 

■ roPGC 0KX (U5S; 24 air dry kxri 


Srit Ovfa 

Ifaea 

pica cfcaoga Mgk Lori 

Vri m 

Sap 42200 +300 43400 4209 

33 383 

Dk 45200 +69 45275 4S200 

7 229 

TBW 

49 STD 

FUTURES DATA 

M togas date upptmilv QMS 



Nuts and s an ds Price® tram KenMw 
London S par m/L hataan plaMcMoa 287 
30 raw (tn-ahee nahaaOy opened ftemt): 
crop 1997 at 53,150 FCAcrCFR from kn 
TWrih haaafauM 13715 and 11713. for 
new crap indication $4,100 CFR. tnctan 
ea ah aaa crop 1090 CFR tram top rtbp- 
para, W32Q at S5JKJQ. VY240 at S7.150. US 
atmaoda rtmfaKf 5 par card crop 1908 at 
S4,<50, Fear p unia aa o . TariMi Mnc ula 
new crap anBabla. Sz» T at *2250. size 2 
at $2000. rim 4.K *2000. TWkfah srita- 
naa type 9. spetitd daai FOB, crap 07 at 
Sl.100. crop SB a *13)75. US uoflawer 
■ ead fc m artrit a t *795 far second tend 
-Qpoda. no oflara. 


ftp 

Dac 

■W 


Tetri 

■ OEM 0CCO) (SORMnd 


1545 

+27 

1517 

1523 

706 209 

Oct 

<3075 -MB 44025 4309 3084 

14.417 

1578 

+22 

‘159 

1558 3058 38779 

Dae 

43.125-0.175 43025 42S80 1.W7 

8052 

1918 

+22 

1618 

taw 

996 1S085 

M 

4690 -009 46000 464S 

$39 

S09 

1644 

+22 

1637 

1630 

6 5,758 

Apr 

46250-0400 46700 4629 

65 

776 

1670 

+22 

- 

_ 

8 1.748 


5409 -0275 54400 5409 

14 

371 

1096 

+22 

_ 

_ 

6 1.787 

Jri 

54000 - 5489 54575 

2 

117 





S0M 72041 

Tata 


5012 

30099 


Mg II Price Frar. rriy 

My 1271.86 126905 

■ caffff imp tomes; Vtena} 


1630 -5 1647 1820 1020 14,490 

1585 -10 1002 1505 1001 MJ17 

1555 -10 1588 1555 237 3307 

1535 -13 1544 1535 67 1079 

ISM -13 1548 1S29 84 288 

1530 -13 - - - . 83 

30B3MM 


37096 MSJ73 


Tata 

■ COffg IT CSS O70OOts; certetoj . 

ftp . 11705 +105 11825 1162 3001 4^1 

Dm 11175 +0.75 11425 1123)0 5001 13,485 

Hw 11110 +040 11150 11100 417 53)58 

■ay 11200 +025 11275 11225 91 2001 

Jri 11205 - 113.45 11X45 12 1,128 

Sap 11300 -025 - - 1 1078 

Tatai 8024 28057 

■ WWg6CQ)(IJS0Bfa»W«nai 

Mg 18' 

CoBfaMT, 


.9607 


Oct 

mw 


93)7 -03)5 9.15 

803 -005 101 
807 -03)5 804 

801 -005 607 

607 -005 80S 
002 -005 9.11 


9.15 25 6075 

048 8.488 77,146 
603 2095 41030 
809 £11 7284 
802 114 8042 
001 1063 7022 
12078 148030 


Oet 


Ort 
TeM 

■ CtnTreWgtMJOtBtacartate) 

oet . 7406 +078 7525 7405 782 53»4 

DM 7408 +002 7409 7420 5045 3S3B3 

Mar 7421 +080 7445 7170 963 16.172 

May ■ 7400 +071 7400 743)0 514 6001 

Jri ’ 7400 +070 7400 7400 307 4,798 

Trial M8f 78,150 

J0KC WCE (153IOOM; eneattt) 


11105 -075 11150 11100 1017 13062 

11800 -000 11720 1153)0 1.758 7078 

11800 -060 12000 11800 733 3039 

122.10 -040 12325 12100 25 1097 

12520 -030 ' - - 2 682 

72705 -055 - 2 278 

4,140 


TBM 


WUtaE DATA 

0pm ftiaeri eod Vcftm drie rioan tar ecnkacb 
Haded on C0MEX, NYMEX C8T, IMZ. OE. CSCE 
aM «>E Ctede Oi n one fay ta am ttttna 6 
Opm MtareetloMe are torafi traded Montae. 

INDICES 

■ laatm (Baee: 18/9/31 ° 100) 


ASB 19 Am 19 an* V 


15228 15233 153S.4 

■ OB Man Mae* 1967 . 100) 

19080 

tag IS Mg 17 narib ns 


20262 20253 

■ fiSQ Spet (Bate 1970 — 100ft . 



J18 
14101 


Mg 17 

143.15 


nrirlHlaai afar 

ftppv 

lead 

tTdri 

See 

Dr 


ytaraoe 

147.11 10205 


70000 

274,100 

118J25 

MW 

37109). 

a ,g»n 


-750 ri 

+90 B 

*676 ft) 

afe ri 

-162 . M 
+825 m 

+100 in 


■ P0BC6aiBCMEfa03DMKC8gO0t)< 

M| 7Q.4S-0475 7U00 68000 35B 
Fab 56275-0000 57200 54.750 1.114 
Mar 58250-8400 86900 553)00 12 

Tata 1084 


LONDON TRADED OPTIONS 

SDDeb price S Mom -Crib— .—9 


621 

2074 

32 

1021 


9679 

15 (By average 10204 10204 

■ WTESOQtfl UFFE (50 taaaec Dlonae) 

Oct 2450 -10 2470 2452 2062 19001 

DM 2452 -14 2458 2450 400 7,176 

Mr 2494 -12 2507 2490 842 8039 

trig 2534 -00 2518 2S38 27 1048 

2570 -07 - - - 1007 

257.1 -07 - - - B83 

3031 38057 

nr CSCE auoooM; canrifta) 


(99.79 LAC 

Oct 

4* 

Oct 

JU 

1250 

. 9 

112 

8 

15 

1300 - . - 

. 45 

78 

23 

30 

139 

. 21 

51 

49 

52 

■ coma 





(Brads A) UK 

OCI 

JU 

Oct 

JM 

1500 

IS 

19 

IS 

31 

1600 

BT 

98 

44 

67 

1700 

26 

S 

102 

122 

■ COITSLFFE 

ftp 

faff 

Sep 

Nor 

ISO 

. 80 

76 

• 1 

41 

1600 

31 

54 

1 

833 

169 . 

1 

38 

21 

103 

■ COCOA LFflE 

sap 

Dec 

ftp 

Dec 

1050 

4 

53 

4 

25 

1075 

1 ' 

44 

Z 

X 

119 

1 

33 

SO 

9 

■ BRsrrcaMXKC 

Oct 

Nor 

Oct 

Nn 

129 

- 

• 

37 

- 

129 

- 

- 

• 

. 

139 

22 

- 

- 

- 


LONDON SPOT MARKETS 

■ CSBDEOB.n)B6Mria>n0 ++ 


Otari ' 

61202-006 

+0.14 . 

Brart Stead (deled) 

$1207-211 

+021 

Brent and (Od) 

$1222-226 

+006 

W.TX 

SI 228-23 tx 

■om 

B OL racoons WEmw* dtanry Cff fanra) 

Prentan Snofae , 

S155-1SB 

+1 

SB OB 

$19-101 

•2 

Henry Fori 9 

$61-62 


Kajttha 

$120-123 

-25 

Jar fra/ 

$118-420 

-1 

Bead 

$110-111 

-1 

B IXIDBALGASracataM 


BMMM 

11.10-1100 


AtHfa* « Imtu {ttm JB B7B 


b onra 



sow (per wyes* 

$28405 

-09 

Star ftier toy 

5JOOOC-- 

•200 - 

Pte&iu* ber key ou 

CSSS. 00 

,+29 

PaaUtaor sxr troy ccj _ 

$2B10O 

+29 

Copper • 

780C 

-1.0 

feed?* pray 

4500c 


Th piaij Urepto) 

2342T 


Tta 8km VWq 

2750 


CttSn 9a wrignt) 

8&O0P 

-OSS' 

S fee? pre afatt 

«50p 

-107S- 

WfawWf 

40.73p 

-50T 

fen. day toga par) 

$20740 

-090 

Loo. day tngar fata 

$2579 

-19 

ssstay (B* ta«5- 

Ufa 


Maze tJS Nc3 Yston) 

cm oo 


VRMri (US DericttriM 

Ufa 


ft*ber(S 

460Op 


Rntaor 

489p 


iUtari 9-RSSMrt) 

2S50OM 

-29 

CocoBri 01 F9§' 
PriB>«(Mtay4 

66O0f 
’ 8270 

-160 

-70 

npw(Pri»§ 

stmof- 


SofLjsm(U3~ 

I5*0r 


on OtaaorA’ latat 

0.15 

-0.10 

Mgritapa (Bfa Sepe4 

aoop 



2priBMBMriMaM 

^ttariBMMpjri 

1321 MridMPM 


JOTTER PAD 


CROSSWORD 

’ Na9,765 &riiy QUAAK 



ACROSS 

l, 4 His part linked with 
spire, possibly? (6,6) 

8 I get a lift to school and 
back (7) 

9 Ran “Oaks” In a storm: 
waterproof jackets needed 
(7) 

11 Can it be played by ear? 
®.5> 

12 See 3 down 

13 Religious group's guide (5) 

14 It’ll go down well in wintry 
weath er OBJ 

16 Provide with new parts if 
rotter misbehaves (8) 

18 Sparkle seen in a single 
amethyst (5) 

20 Eccentric backing for an 
attempt (4) 

21 The original school form is 
simply foe best (55 > 

23 New coalpit in the news (7) 

24 The flighty young woman 
is one to panic (7) 

2S, 26 A region of grains. Dot 
rams (6,6} 

DOWN 

L 2 Grand musical perfor- 
mance? (5,7) 

3i 12 across Put feet an sail 
awkwardly and depart 
from the norm (4 AM ) 

' 5 Approach the north lh a 
state of collapse (3-2) 


6 Argue excitedly about p] 
that’s no good for the h 
tog (7) 

7 Good sight will help 
doing it (6A 

10 Political demons tral 
causing a stir (9) 

13 US* Noel u Pset, confu 
(9) 

IS Allege bat is used unfa 
in foe game (9) 

17 Refuse bib damaged in 
stampede (7) 

13 Overshadow cuts in mfe 
of week (7) 

21 Fellow's den showing m 
ral aptitude (5) 

22 An occasional fall is i 
oral in a way (5) 

Solution 9,764 
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ASIA-PACIFIC 


RUSSNG SQUEEZE BORROWING IN DOLLARS IS BECOMING MORE DIFFICULT AS OUTS T ANDING FACILITIES ARE ALL OWED TO RUN DOWN 

EBRD may cut credit to Japan’s banks 


By GKBan Tea in Tokyo 

Tln» European R.mfr for 
lii-construction and Develop- 
ment is likely to cut credit 
lines to- many Japanese 
tvjjfcs. adding to mounting 
market pressure on Japan to 
unvtiu a solution to tts bank' 
in:4 problems. 

To support its work in 
: eastern Europe, the EBRD 
bus run credit lines to 
.{.round a dozen large Japa- 
nese banks as. part of its 
commercial treasury 

. L<p?mtions. 

Thailand 
to end 
curbs on 
foreign 
ownership 

Sy Ted Bantacke m Bangkok 


However, a credit review 
will leave the EBRD limiting 
Its exposure to about six 
large banks, says Andrew 
Donaldson, deputy treasurer. 
“For the first time a process 
is beginning which is separ- 
ating out the good from the 
not so good [banks]. Any 
prudent operating bank is 
going to look at the situation 
and react accordingly." 

The credit lines that the 
Japanese bank s receive from 
the EBRD are no more than 
EculOOm i$109.3ni) Tor each 
bank. However, other pri- 


vate banks have also been 
quietly reducing their lend- 
ing to Japanese banks in 
recent months. 

Brian Waterhouse, analyst 
at HSBC Securities, said: 
"Foreign banks have been 
reviewing their credit posi- 
tions and leaving outstand- 
ing [lending] facilities to run 
oft, . . borrowing in dollars 
has become increasingly dif- 
ficult for Japanese banks." 

The Bank of Japan has 
recently been trying to 
counter this trend by provid- 
ing large yen loans to the 


banks. Some of these have 
been converted by the banks 
Into dollars in foreign 
exchange markets, further 
weakening the yen, govern- 
ment officials say. 

However, some govern- 
ment pffiHais fear the banks 
could still face a new fund- 
ing squeeze before the Sep- 
tember 30 mid-year account- 
ing date, since investor 

concern about Japan's finan- 
cial sector could rise In com- 
ing weeks. 

The government Is expec- 
ted to announce a solution 


for the troubled Long Term 
Credit Bank soon and is dis* 
cussing new banking mea- 
sures in parliament 

Masaru Hayami, Bank of 
Japan governor, yesterday 
tried to mim market unease 

by insisting that Japan could 
cope with any potential bank 
failure, possibly through a 
"rescue merger”. 

Separately, Eisuke SakaH- 
bar a, vice minister of 
finance for International 
affairs, sought to bolster the 
yen by warning that 
"chances for yen supportive 


intervention are drawing 
near”.. His comments, which 
were interpreted by some 
traders as a sign that the 

government might intervene 

when it unveils a solution to 

LTCB, strengthened tbi cur- 
rency to Y143J& against the 
dollar, compared 'with 
Y147.64 last week. 

However, bankers warn 
that international lenders 
will not regain thwir confi- 
dence in Japan’s banking 
sector - or expand their 
credit Una? again - without 
signs of policy reform. 


Islamic banks consider 
Pakistani debt pleas 


Thailand's cabinet has 
approved a new foreign 
investment law which, if 
enacted by parliament, abol- 
Wkss restrictions on major- 
ity foreign ownership in all 
arb'.ij of the economy except 
land ownership. 

The new law would take 
the place of the 29-year-old 
Alien Business Law, which 
.requires that every regis- 
trar n<] business Ln Thailand 
ham majority Thai owner- 
ship and prohibits even 
minority foreign ownership 
in up to 68 specific indus- 
tries. 

Akapol Sorasuchart Gov- 
ernment spokesman, said 
lie government expected to 
vircfsont the law to partia- 
- in-tit by mid-October and 
any opposition would be 
ii'-alt with swiftly. “This is a 
kov measure for our eco- 
iniuic recovery," he said. 

Analysts say that in the 
of last week's 
government package to 
rvMructure the banking 
-.ector. a new foreign 
investment law is one of 
three key legal changes the 
•to, • eminent needs to make 
to spur foreign investment 
and revitalise the economy. 

The other two changes, 
which the government 
promises to present to 
Parliament by the end of the 
yf-ir. are amendments to 
bankruptcy and foreclosure 
regulations and opening up 
the property market to 
ifivigners. 

The replacement of the 
Alien Business Law with a 
more liberal treatment of 
foreign ownership has been 
a long-standing demand of 
the foreign business 
community in Thailand. 
Three successive Thai 
w.fmments, including one 
1H by Chuan Leekpai, the 
t prime minister, have 
ed to change the law 
Inn . ed to do so. 

Musi foreign businesses in 
traditional manufacturing 
industries have found ways 
around the restriction on 
:ii.-[jorily foreign ownership 
through either shell 
companies or privileges 
offered by the government's 
Board of Investment. In 
addition. US-based 
multinationals are allowed 
to operate fully owned 
subsidiaries under a 
il'.-L-ades-old co-operation 
lieaty. 

But the old law severely 
ic-stricted any foreign 
ownership of services 
companies, including 
advertising, architecture, 
.iv-counting. construction, 
k'.w, engineering and real 
•.•.dale. 

The new low keeps 38 
i-;ifpgories of business 
“restricted" to foreign 
participation but says that 
any company with either 25 
j.vr cent or 40 per cent Thai 
equity - depending on the 
business area •- will be 
runsidered "Thai" and 
therefore be allowed Into 
Lhese restricted areas. It also 
{.reserves the special rights 
•if US companies, govern- 
ment officials say. 1 

The commerce minister 
.-.ill be allowed to waive 

i. -vi-n these minority 
ownership requirements. In 
addition, the list of 
•V.-stricted" businesses, 
which include the services 
lii-L-’d above and other areas, 
-.mil as Buddha image 
n uJuction and small retail 

is. will be automatically 
put up for review every two 
>v:irs. 

Eton without the new law, 
ih.vrt foreign in Thailand 

ii. -.s picked up since last 

,jr s devaluation. In 1997 
ini “in ii direct investment 
, i, mi hi n ted to BtllTbn 
tV- shin, more than double 
die previous year, according 
i.i central bank figures. la 
i! «> first four months of 1998, 
'■ lie ft'Turc reached Bt91.7bn, 


By Fart an Bukhari in Islamabad 

j Directors of the 
Jeddah-based Islamic Devel- 
opment Bank are expected to 
consider Pakistan's request 
for help to stave off its debt 
crisis on September 6, Paki- 
stani officials said yesterday. 

The meeting would come 
i just days before another 
meeting in Jeddah of a con- 
sortium of Islamic commer- 
cial b anks due September 9. 
to consider Pakistan’s 
request for new loans. 

P akistani government offi- 
cials. while confirming the 
two meetings would be cru- 
cial for the country’s efforts 
to shore up its reserves, 
refused to indicate how 
much they expect to receive 
in fresh commitments. 

However, bankers said 
that the discussions were 
part of efforts to put 
together an Islamic financial 
support package of about 
$l-5bn. 

That includes $400m in 
credits to finance Pakistani 


imports, a SlOOm loan for 
Indonesia to import Paki- 
stani rice and a $200m loan 
to Malaysia for exporting 
palm oil to Pakistan, senior 
bankers added added. The 
remaining 1800m is expected 
to be used to repay some 
pressing commercial loan 
repayments. 

Pakistan is due to make 
loan repayments of almost 
$5.5bn during the present 
financial year (July-June). 
Bankers say that the amount 
includes about f3bn due for 
repayment to multilateral 
institutions, while the rest is 
owed to commercial banks. 

In spite of government 
suggestions that the Islamic 
package would help Pakistan 
avoid default on its foreign 
debt. Independent bankers 
and economists argue that 
Pakistan depends mainly on 
the response of the Interna- 
tional Monetary Fund. 

The Fund may be sending 
a mission to Pakistan within 
weeks to begin discussions 
on a new loan package 


although nothing bas been 
said publicly. However, west 
em economists say the IMF 
may want Pakistan to under- 
take a number of tough 
reforms before a new pack- 
age could be negotiated. 

Pakistani officials say 
Islamabad needs about $lbn 
in new loans during the 
present financial year, to 
meet the gap created by the 
fall-out from western eco- 
nomic sanctions after its 
nuclear tests on May 28. 

“The crunch will continue. 
There’s little chance to save 
this economy unless the IMF 
comes with a massive plan 
to bail them out.” said 
Sikandar Khawaja, country 
head of HSBC Investment 
bank. 

Some economist believe 
the Islamic commercial 
b anks may wait to be guided 
by the IMF. This is going to 
be a commercial decision on 
their [Islamic banks’] part* 
said Sakib Sherani, an econ- 
omist at. ABN-AMRO, the 
Dutch bank. 



A Bangladeshi woman draws flood water for her tandy parched oh 
a roof hi the outskirts of Dhaka yesterday. Getting dean water to 
flood victims has become impossible rathe water has risen Reuters 


Law set to push Indonesian debtors over the edge 


Tougher bankruptcy 
measures expected 
to bolster loans 
drive, writes 

Sander Thoenes 

I ndonesia's debtors and 
creditors have turned up 
their nose at a government 
carrot for loan restructuring. 
But the stick of bankruptcy 
that will come down today 
cannot be as easily ignored. 

The Indonesian Debt 
Rescheduling Agency 
flndra), a much-heralded 
government scheme to 
encourage foreign lenders 
and domestic borrowers to 
restructure loans, bas so far 
failed to attract any serious 
interest despite enthusiastic 
backing from the Interna- 
tional Monetary Fund. 

Its offer - to insure both 
parties against a further 
drop in the rupiah exchange 
rate if they agree to an eight- 
year rescheduling, was over- 
shadowed by a slide in the 
rupiah just before the 
scheme opened for business 
on August 3. 

“Which Indonesian com- 
pany can pay its debts at an 
exchange rate of Rpl3,000 to 
the dollar?" said Aburizal 
Bakrie. chairman of the Bak- 
rie group which has 
acknowledged gl.lbn in 
debts awed by just one af its 
subsidiaries. “None: What- 
ever the scheme is. they 
can't do it" 

Accurate figures are diffi- 


cult to come by, but Indon- 
esia is estimated to have 
about $80bn in corporate off- 
shore debt 

Some company executives 
also complain that the condi- 
tions set by India, which 
require borrowers to pay 
interest and part of principal 
from the moment they enter 
the scheme, are too tough. 
Some companies, such as 
Chandra Asri, a petrochemi- 
cal plant, have instead asked 
their banks for a morato- 
rium on all payments for 
two to three years. 

Debtors and bankers also 
say that many lenders, par- 
ticularly in Japan and 
Korea, are loathe to agree to 
any write-offs on their loans, 
which would be required for 
many debtors to be able to 
enter Indra. With weak bal- 
ance sheets at home, they 
prefer to extend payments 
over a longer period or to 
simply let debt negotiations 
drag on. 

At first glance this stale- 
mate would appear benefi- 
cial to individual borrowers, 
since It leaves them without 
any' obligation to pay and 
frees up cash for daily 
operations. But it also rules 
out any new borrowing. 

“Provided you can keep 
trading, life goes on." one 
finance director said. “But 
it's walking with your knees 
tied together. And for the 
country it would certainly 
not be a good thing.” And 
some of the bankers are not 
prepared to wait, particu- 


larly for debtors who can Some ban! 
pay but have simply stopped cerned that tl 
answering the phone three times 

These bankers have Australia, for 
pinned their hopes on new be abused b; 
amendments to the bank- have no hof 
ruptcy law, which come Into bankruptcy b 
effect today and are expected strip assets 
to breathe life into comatose restructure. C 
bankruptcy procedures. The a liquidator 
International Finance Corpo- Young who : 
ration, the World Bank's pri- aria as a cons 
vate sector investment arm, law was vagi 
eager to boost faith in the trol over 1 
procedure, has said it will be should be si 
one of the first creditors to the administi 
test it agement. Hi 

Indonesia: better bairtouptcfes 

Amandmenb to bankruptcy law . ,v • • , '• 

• 30-day dMSm for. court tochkna 

• Separate cooi na r oal court wfift 45 JMdpn. 

• Appeal .arty to Supreme Court' 

• 270-day stay at payraaiil'eptai ' “ 

• Mependent rashes and.a OnankW a i . 

• Qmrtadc dana.for.one ywr laewid asset atrtpptan. 


Some bankers are con- 
cerned that the 270-day stay, 
three times as long as in 
Australia, for instance, may 
be abused by debtors who 
have no hope of avoiding 
bankruptcy but need time to 
strip assets rather then 
restructure. Cliff Sanderson, 
a liquidator for Ernst & 
Young who moved to ..Jak- 
arta as a consultant, said the 
law was vague on how con- 
trol over the company 
should be shared between 
the administrator and man- 
agement. However, unse- 


Under pressure from the 
International Monetary 
Fund and World Bank, 
Indonesia ’s government 
amended the bankruptcy 
laws to introduce tight dead- 
lines of 30 days for court 
decisions, set up a new com- 
mercial court with 45 newly 
trained judges and a 270-day 
suspension of payment as an 
alternative to outright liqui- 
dation. In addition, indepen- 
dent receivers far liquidation 
and administrators for the 
270-day stay were introduced 
as an alternative to an ineffi- 
cient state receiver agency. 


cured- creditors can block the 
.extension after 45 days if 
they feel the company is act- 
ing in bad faith. 

Only 16 accountants and 
lawyers have completed the 1 
two-week course needed to 
qualify to act as administra- 
tors and receivers. Another 
40 are attending the course 
now. Even when they qual- 
ify, that would be many hun- 
dreds short by international 
standards. “I have doubts 
whether the courts will be 
able to handle . the work- 
load." Mr Sanderson said. 
“The deadlines are very 


tight, but what happens if 
they are not met?” 

Moreover, bankers fear 
that unless judges and 
accountants are paid sub- 
stantially more than they 
are at the moment, the bank- 
- ruptcy system could become 
victim of the common prac- 
tice of settling matters 
through the highest bribe - 
with, which' contests, it is 
felt, Indonesian companies 
are mere familiar. 

Unlike a few months ago 
'when the amendments were 
drafted, however, the law 
now has strong political sup- 
port from the government 
and many Indonesians. 
Judges have already shown 
that they are d^er to regain 
some independence from the 
government and restore 
their image with the public. , 
Indonesian .creditors, them- 
selves pressed by lenders 
and short of liquidity, are 
gearing up to move against 
their borrowers as welL 

The problem for many 
creditors is that they gave 
cut unsecured loans and 
bought bonds often from 
holding companies that 
would pay out only after the 
creditors . of subsidiaries 
have been paid. “There will 
be some baukrtgrtefas," Mr 
Sanderson said. "But you 
should not be overly optimis- 
tic about potential returns. 
In Australia, unsecured lend- 
ers get 5 cents to the dollar 
-in a liquidation. In Indon- 
esia, that 5 per emit is proba- 
bly the high watermark." 


Time runs out for the man behind India’s reforms 


Ahluwalia’s move 
worries foreign 
investors, write Amy 

Louise Kazmin 
and Krishna Guha 

F or the past seven years, 
Montek Singh Ahluwa- 
lia. India's forpier 
finance secretary, was the 
global face of India's eco- 
nomic reforms. As govern- 
ments came and went, the 
urbane Mr Ahluwalia. an 
Oxford-educated former 
World Bank economist, reas- 
sured investors tbat the 
thrust to unshackle India's 
tightly controlled economy 
would continue. 

On Friday, however, his 
time at the Finance Ministry 
ran out. The Bharatiya Jan- 
ata party (BJP)led govern- 
ment transferred Mr Ahiu- 
walia to the planning 
commission as part of a 
wide-ranging reshuffle of 
Delhi's top bureaucrats. 

Foreign investors 
expressed dismay at the 
move, which, though widely 
rumoured beforehand, robs 
the Finance Ministry of its 



Ahluwa Ba: busted figure 

most experienced and 
trusted figure at a moment 
of extreme market volatility 
and a downturn in the real 
economy. 

Yesterday, the rupee fell to 
an all-time tow against the 
dollar, while stocks hover 
just short of a 20-month low. 
“It’s not Ideal timing ” said a 
strategist at an international 
bank in Bombay. “Markets 
are already volatile for other 
reasons; we were hit by Rus- 
sia,. and the political mess 
continues.” 


Mr Ahluwalia’s tenure was 
virtually unprecedented ln 
the senior ranks of the 
Indian bureaucracy, where 
most jobs are held for two or 
three years. His new post 
brings a promotion in rank, 
but takes him away from the 
real action. The transfer has 
been on the agenda since the 
BJP came to power, but was 
delayed by the need to draft 
a budget 

Party apparatchiks do not 
trust Mr Ahluwalia. Newly 
appointed ministers com- 
plained that leading bureau- 
crats such as Mr Ahluwalia 
were upstaging their politi- 
cal masters, and banned 
them from holding their own 
press conferences. 

They are suspicious of his 
ties to Manmohan Singh, for- 
mer Congress finance minis- 
ter and father of economic 
reform in India, who first 
appointed Mr Ahluwalia to 
the finance ministry. “He 
should have gone a long 
time ago,” said a member of 
the BJP national committee. 

By contrast, Mr Ahluwalia 
is highly regarded by most 
businessmen for his part in 
tbe early reforms. “Montek 


and Manmohan Singh - 
from 1991 onwards it became 
a great team,” said Rahul 
Bajaj, chairman of -Bajaj' 
Auto. 

But some hold him respon- 
sible for high interest rates 
which choked off India’s 
over-heating boom in 1995.' 
Tbe cost of controlling infla- 
tion was a painful economic . 
slowdown. He is viewed as a 
maverick by some members 
Of the elite Tnriian Ad minis , 
trative Service because of 
his background as an econo- 
mist rather' than career ■ 
administrator. 

A number of industrialists . 
feel tbat Mr Ahluwalia, who 
has little . sympathy for 
Incurohent monopolists, does 
not frilly grasp the difficulty 
of turning around -businesses 
developed under the old 
regime of controlling eco- 
nomic activity by the issue 
of Hcences. 

Mr Ahluwalia's exit from 
the ministry nioanc that the 
team of politicians and 
bureaucrats which began 
India's liberalisation in 1991 
has been mare or. less com- 
pletely dismantled. 

This will make it easier for 


the new government to 
stamp its own authority on 
poBcy-makmg and claim it is 
serious about its intention to 
“reform the reforms”. 

But analysts said the 
choice of Vijay Kelkar as 
new finance secretary 
suggested the reshuffle was 
more about personality poli- 
tics than a reaction against 
reform. Mr Kelkar, a Berke- 
ley-trained economist, won 
praise in his earlier job as 
petroleum secretary, for 
pushing through reforms to 
dismantle price control 
Moreover, Mr Ahluwalia 
will continue to play an 
Important role in policy for- 
mation at tbe planning com- 
mission. He will work under 
Jaswant Singh/ a political 
heavyweight and one of the 
BJFs most respected eco- 
nomic thinkers. 

“It's not an anti-reform 
signal by any means,” said 
jalram Ramesb, head of the 
Congress party’s economic, 
policy cell Mohan Guru- 
swamy, adviser to the pres- 
ent finance minister, said 
the move was. ‘‘not an ideo-. 
logical step forward or back- 
ward". 


\ -NEWS? D IGEST 

PfLGRWSE HIfffiliAY BE TAPPED 

."-.XU •••—• — r™ 

Anwar urges Malaysians 
to give more cash 

Anwar IbraWri^ thaMataysfamdept^ 
announced yest erda y that the pubte hod donated M$30m 
(US$7.2ft^-to fteIfh ravfvs the economy. Malaysia needs tr- 
itons, however, so Mr Anwar urged aR. Malaysians to do 

theirpart'ftteimportBrttowbomdrepeo^tocontrfo- 
ute their txt-for the fond,” Mr Anwar. said. - 
Malaysia warts to avoid lifting restrictions on direct for- 
eign investment to revive the economy as it moves into 
recession. Ithad hoped to obtain sortie foreign funding by 
seffing bonds but was unwilling to pey the pnee demanded 
by international capital msrfcats. ft falherefore.^attempting 
to amass as much as it cantocafiy to recapitalise the . 
banking system and revive the Corporate sector. • . . 

Mr Anwar said the government was studying the possi- 
bility of using foe national Moslem pilgrimage fund to buy 
shares as part of a broader effort to prop up the stock_ 
market, which-ta ata nine-year low. 

. The Tabung Hafr fund hefps the Moslem majority make 
the. pilgrimage to Mecca, which is the duty of an Moslems. 
Mr Anwar said the fund had Invested in shares in the past 

and, as long as ft bought .those deemed ftalaJ t and not 
associated with fortriddesr acts such as drinking alcohol or 
gambling - there was no reason to object. 

Malaysia already said ft would, tap Petronas, the stale- 
owned ofl company, the EPF mandatory national pension 
fund and local Insurance companies for assistance. 

Sheila McNulty, Kuala lumper 


P HILIP PINE ECONOMY 

GNP growth prospects dim 

The international Monetary Fund yesterday said the Philip- 
pines’ gross national product was unfflrety to grow more 
than 1 per cent this year, following the dismal performance 
of the agriculture sector in the first half. 

"We'll be lucky if we'll have positive growth of t per cent 
for this year.^sakl Hariri Lorie, senior resident representa- 
tive of the IMF in Manila. : 

The lower growth figure compares with much higher tar- 
gets agreed by the Philippines only last April in its two- 
year $1-37bn "precautionary arrangement” with the IMF 
and is an indication of the fast deteriorating economic out- 
look. Under that programme, the previous administration 
was targeting GNP growth of 3 per cent in 1998 and 5 per 
cent In 1999. 

The increasingly bearish forecast follows the announce- 
ment earlier this week that fast half agricultural output 
slumped 7.2 per cent year-on-year, its worst performance 
(n 20 years, after the devastation brought by El Nino. Agri- 
culture employs about 44 per cent of the workforce and 
accounts for 20 per cent of gross' domestic product. 

The IMPs comments come before newly-elected Presi- 
dent Joseph Estrada's first budget to be presented to 
Congress next Monday. Justin Marozzi, Manila 


FLOODING IN CHINA 


Oil production threatened 

Flood waters have breached dykes in northern China 
threatening a city of 3m people and forced the closure of 
more than 2,000 oil weUs. The worst (loading in decades 
has forced China to shut down 1 ,809 of the more than 
25,000 weds at Daqfng, the oilfasid responsible tor more 
than one-third of the country’s petroleum output, accord- 
ing to state media. 

Yesterday, tens of thousands of soldiers and civilians 
wore battling to protect the city of Harbin, home to about 
3m people and some of China's big state-owned industrial 
enterprises, after waiters breached two dykes. The weight 
of water punched holes in two secondary dykes -on the 
northern edge of the city, and efforts to plug them by ram- 
ming trucks into the gaps failed, the official Xinhua news 
agency reported. • 

Daqing has not been the only oilfield affected by foe 
flooding. In neighbouring Liaoning province, flooding had 
forced the Liaohe oilfield, China's third largest producer, to 
dose 565 wells out of a total of 2,029 wells. 

James Harding, Shenzhen 


REPORT ON BURMA 

Forced labour condemned 

The use of forced labour is “pervasive” throughout the 
whole of Burma and used in “a systematic manner with 
total disregard for human dignity, safety and hearth and 
the basic needs of the people", according to a report pub- 
lished today by the International Labour Organisation. 

The report says women, children, the sick and old 
people are doing forced unpaid labour. It accuses the 
regime of beatings, torture, rape and murder in its forced 
labour policy. The (LO adds that their investigation reveals 
“a saga of untold. misery and suffering” and a "gross 
denial of human rights” since 1988. The report calls on 
Burma to put its labour laws into conformity with its inter- 
national obligations by 1. May 1999. 

The Burmese government refused to co-operate with the 
ILO commission, saying the accusations were “based on 
biased and specious allegations made by expatriates who 
wish to denigrate the authorities for their own ends". 
Robert Taylor, Employment Editor 
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This feeling Is matched to 
the markets. “If they had got 
somebody totally different to 
replace Montek. you could 
have said It has more to do 
mth suxuteshi [self-reliance 
policy], ” said one stockbro- 
ker. "But Kelkar is to. the 
game, mould: dismantle con- 
trols and. free up sectors/" 

Even SO, K will be some 
time before Mr. Kelkar. 
matches Mr Ahluwalia's pro- 
file as an international 
ambassador for India and an 
enduring link to the global . 

financial e nmrmini ty. 

“Mr Kelkar is a very Intel- 
; ligent and able rqanJ\ said 
Anil Singh vi, treasurer* of 
Gujarat Ambtija Cement. 



“But continuity is what \ve 
need. We have^een the polit- 
■ leal faces change throe times 
in two years. Let the bureau- 
crats remain the same." 

A- banker involved in 
India’s disinvestment pro- 
gramme said the change In 
personnel would not help 
efforts to persuade investors 
to put money into India 
when emerging markets are 
not the flavour of. the month. 

do not think that moving 
Montek is good from an 
International perspective " 
he said. But. he added. India 
could not carry on with a 
. .finance ^ secretary known not 
to enjoy. -the confidence of 
theiculing party. 
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LONDON STOCK EXCHANGE 


London’s rally stretches into a fourth session 


FTSEAS-Swre index 


lenNW Of 


mm r 


MUt KET BEPORT 

By Steve Thompson, 

UK Stock Market Editor 

Dealers in London's equity 
market were still celebrating 
Tuesday's record-breaking 
performance yesterday, driv- 
ing stock prices sharply 
higher for the fourth succes- 
sive session. 

Such was the mo men tom 
behind the latest upward 
drive that the FTSE 100 
index recaptured another 
significant level - 5,700 - in 
the process. 

But it lost it again during 
a rather turbulent afternoon 

Brokers 
positive 
on banks 

pOMPANfESRffORT 

By Pater John and Joel K&azo 

Reappraisal of the banking 
sector gathered pace yester- 
day with Morgan Stanley 
Dean Witter the latest bro- 
ker to turn more positive. 

Barclays added 38 at £16.32 
as the broker moved its 
stance on the high street 
lender to “outperform". 

Morgan Stanley has a 
price target of £ 19.20 on the 
stock and says: “Barclays 
remains a highly profitable 
h ank with over £lbn 
(S1.65bn) of excess capital 
which we believe Is likely to 
be returned to shareholders 
once [advance corporation 
tax] is abolished early next 
year." 

There is a grotmdsweU of 
support for the sector, which 
has fallen 20 per cent since 
the peak on April 14, under- 
performing the broad market 
by 13.7 per cent. SG turned 
buyer on Barclays earlier in 
the week and CSFB softened 
its bearish stance on Lloyds 
TSB. 

Lloyds is said to have been 
keen to do a deal for some 
time. It has stepped up its 
search for an international 
acquisition and is still hunt- 
ing in the UK, where it 
believes it could buy another 
mortgage lender or life 
assurer without knocking 


session that saw the Dow 
Jones Industrial Average 
relinquish an early 30-point 
gain and foil Into negative 
territory. 

By the close Footsie was 
46.1 ahead at 5,6942. having 
peaked at 5.712.8. 

Nevertheless, market- 
makers were impressed by 
the strength of the latest 
surge, which extended the 
rise over the past four ses- 
sions to almost 300 FTSE 100 
points or 52 per cent 

“There was a feeling that 
Tuesday's gains were 
slightly overdone and that 
we needed more bid action 
to maintain that sort of prog- 


aga inst the competition 
authorities. 

Lloyds was unable to com- 
ment on reports that Brian 
Pitman, group chairman, 
had been seen taking the 
early London train over the 
past few days when be was 
officially on holiday. The 
shares were up 8 at 795p. 

Elsewhere, HSBC rose 46 
to £13.69 with support from 
government buying in Hong 
Kong. And Halifax was up 
2% at 724p as Morgan Stan- 
ley moved from “underper- 
form" to “neutrtl". 

Two-way business in Bills- 
down left the shares 
unchanged at I58p, as 
rumours of a predator stalk- 


ress. Although we've not had 
any more bids in the top 350 
stocks, the market is run- 
ning up on the that 

there are many more to 
come in the short-term," said 
one dealer. 

Once again. London took 
Us lead from international 
markets, notably Wall 
Street, where the Dow Jones 
Industrial Average posted 
another three-figure gain an 
Tuesday. 

' And there was additional 
relief for Wall Street with 
news that the Federal 
Reserve's open market com- 
mittee had decided to leave 
US interest rates on hold. 


ing the food, ftirniture and 
house-building group began 
to circulate. 

Few could put a name to 
the prospective suitor but 
attention turned to Unigate, 
which broke off talks about 
a £i.59bn bid in June. Uni- 
gate said at the time It was 
unable to share ffillsdown’s 
view of its prospects. 

Dairy-related shares con- 
tinued to worry about the 
government's inquiry into 
health safety, while attempts 
by Milk Marque, the dairy 
farmers co-operative, to 
increase raw milk prices 
from October also continued 
to overhang the shares, 

Unigate fell 22 to 542’Ap, 


Far Eastern markets took 
up the running, with a fresh 
boat af government support 
for the Hong Kong stock 
market producing a gain of 
nearly 6 per cent in the 
Hang Seng index. Tokyo rose 
more than 2 per cent. 

Leading UK stocks took 
some time to get into their 
stride because of some disap- 
pointment that no more bids 
appeared, bat gradually 
began to advance. Footsie 
topped 5,700 in mid-morning 
and consolidated those gains 
over lunch. 

News of a stronger-than- 
expected increase in retail 
sales in July - they rose 0J9 


per cent compared with a 
consensus of 0.4 per cent - 
acted as a brake on the gOts 
market, but did little to bin- 
der equities. 

Although unable to match 
the power of the advance by 
the Footsie constituents, the 
second- third-line 
made good progress. 

The FTSE 250 index moved 
up 8.9 to 5,168.1. helped 
along by excellent perfor- 
mances from computer/soft- 
ware stocks such as Sage 
Group. Logics, Serna and FI 
Group, all of which 
responded to excellent 
results from Micro Focus. 
Misys was the best per- 


Best and worst performing FTSE sectors 
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and Express Dairies declined 
13% to 133p. 

Zeneca ran forward again 
as the takeover rumour min 
helped to lift a heavily sold 
stock. The company had 
been associated with Roche 
following comments by the 
Swiss company on Monday. 
Yesterday Hoechst was 
linked to the UK group, 
which rose 70 to £24.10. mak- 
ing a near 9 per cent rise 
over the past three days. 

Shares in Vodafone rose 
43% to 860p, after the com- 
pany presented a bullish pic- 
ture on growth in the UK 
and overseas to analysts on 
a visit to the group’s head- 
quartos. 

In the rest of the telecoms. 
Orange jumped 30 to 774p. 
while Secmicor’ firmed 18 to 
508p following a bullish note 
from ABN Amro. 

Bargain-hunting helped 
make British Airway s the 
best performer in the FTSE 
100. The shares closed 32 
ahead at 520p. 

Interim figures at the top 
end of market expectations 
saw engineering company 
Weir Group improve 5 to 

213p. 

Sentiment in Weir spread 
to other stocks in the sector 


Maximise Your 
Competitive Advantage 



F I \ A N O I A L T I M F. S M A N A C F. M F. N T B R ! E F I \ G S 


{ i c ' 


Q Pb-ree tend iw 'Miking the Mott at Vtaur Corporate Brand' for just £75 (my 
monev back within 28 days if not 100% happyl. along with priority derail* ot 
other ntlc« in the Financial Tima Management Briefings series. 


MrTMn.'Miu/Me. 


Company:. 
Address: 


HOW DO YOU WANT TO PAYI 

| 1 Cheque for £75 (payable to Financial Times Management! 

| [ Please invoice meftnv orgartwttan 

MnreicaflJflAMMmeii iplanc gi»e death) 

CaidNo □□□□□□□□□□□□□□□□ 

Card HoWrt \ Name ■ ■ . . .. ' . ■ . . ■ — . 

txptiy Date: GO — flfl 
4tjmanir» .. J 


MANAGEMENT 


P lUOIGT Y ORDER FOR M 


and was said to be behind 
the advance in Siebe in 
active trading. 

Shares in the group have 
suffered a decline in recent 
sessions and dealers attri- 
buted some of yesterday's 
falls to simple bargain- 
hunting. The shares hard- 
ened 7 to 258p after trade of 
19m. . . 

Positive broker comments 
and a press report suggest- 
ing a prospective lucrative 
deal combined to seodBrtt- 
ish Aerospace higher. The 
shares gained 16 to 421p. 

A newspaper claimed BAe 
was attempting to ng gntigte 
to supply £6bn worth of civil- 
ian and military aviation 
equipment as soon as sanc- 
tions against the Libyan gov- 
ernment are lifted. 

Tobacco switch ‘ 

Pressure to switch hold- 
ing within the tobacco sec- 
tor intensified as Charter- 
house Tilney added - Its 
weight to the argument The 
broker moved from “buy” to 
“hold" on Imperial Tobacco 
following the stock's 25 per 
cent outperformance over 
the past month. Merrill 
Lynch also turned cautions 
earlier in the week. 

Meanwhile, several bro- 
kers have recommended 
BAT after the latest twist in 
US tobacco legislation. Last 
week a federal court over- 
turned the authority erf the 
Food and Drug Administra- 
tion to regulate nicotine. 
Imperial fell 23 to 526%p 
while selected profit-taking 


former is Footsie tar much 
of the morning for the same 
reason. 

Small-cap stocks, which 
have been left for dead by 
the rally in the leaders, fared 
much better, the FTSE 
SmaDCsp index nudging up 
73 to 2^263. 

There was some disap- 
pointment. however, with 
the volume of business going 
th rough the market. At 6pm 
turnover just managed to 
top 8053m shares in spite of 
some aggressive switching 
in the two aO majors. BP and 
Shell. Together they 
accounted for around 6 per 
cent of overall turnover. 


took BAT down 4 to 6KPip 
following a strong run. 

Powergen surged forward 
31 to 780p after a boast from 
Morgan Stanley Dean Witter, 
which upgraded its recom- 
mendation from “outper- 
form" to “strong buy” to 
reflect recent weakness in 
the share price. 

The broker says the shares 
have fitBen back almost 10 
per cent from the level 
where the company com- 
pleted the earnings- 
enhancing acquisition of 
East MhQaods. Morgan Stan- 
ley has a price target of 940p. 

Yorkshire Water trickled 
off 7/i to 519p. Merrill Lynch 
has a “sell” recommendation 
out on the stock that says: 
“Recent outperformance has 
been spurre d by speculative 
considerations rather than 
any dear dtf improvement 
tO 

RmtofcO initial the busi- 
ness service group, fell 
sharply after interim figures 
failed to live up to expecta- 
tions : 

The shares were off 9 per 
cent at worst and ended a 
net 14 lower at 365p as the 
figures failed to hit the com- 
pany’s target of 20 per cent 
earnings and profit growth. 

dive Thompson, chief 
executive, said that while 
the underlying rate of 
growth was “p retty decent" 
the figures failed to achieve 
the company objective far 
the first time in 24 consecu- 
tive half- and full-year 
results. 

Stronger-than-expected 
British retail sales data were 
behind the sharp advances 
in several stores. 

Kingfisher, which ha s 
been recommended by sev- 
eral brokers in recent ses- 
sions, re mained in demand, 
the shares adding another 
14% to 503%p. . 

Electrical goods retailer 
Dixons Group was also pop- 
ular, the shares gaining 28 to 
578p as SBC Warburg Dillon 
Read repeated its “add" 
recommendation on the 
stock. 
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Asia sets pace as Europe and Wall St flag 


WORLD OVERVIEW 

The stock market rally 
spread to Asia yesterday, but 
the European and US mar- 
kets failed tO marntniTi the 

momentum, mites Philip 


Hong Kong jumped nearly 
6 per cent, amid signs that 
the authorities were once 
again intervening to support 
share prices. 

Supporting the stock mar- 
ket is seen as part of the 
strategy for propping up the 


Hong Kong dollar. Specula- 
tors have been conducting a 
"double play", selling the 
currency, forcing up local 
interest rates, which in turn 
forced down the stock mar- 
ket, where they had taken 
short positions. The Inter- 
vention seems to have forced 
some investors to cover 
those positions. 

There has been talk- that 
other Aslan countries, nota- 
bly Malaysia, might take 
similar action to support 
share prices. 


With the Nikkei 225 aver- 
age In Tokyo enjoying a 2 
per cent rise and the Japa- 
nese yen continuing its 
recent rally, Asia for once 
gave a lift to, rather than 
acted as a drag on. other 
markets. 

European bourses started 
the day as if they meant to 
emulate Tuesday's 3 per cent 
gains. But the buying 
seemed to peter out as the 
day wore on; Wall Street was 
pretty flat in early trading 
and Russia acted as a depres- 


sant once again. The 
Moscow stock market 
dropped another 9 per cent, 
in admittedly fhfn trading; 
as the government post- 
poned the announcement of 
terms , for a domestic debt 
restructuring. 

However, apart from Rus- 
sia, most bourses showed 
signs that they were hanging 
on to the gains achieved 
since the rebound began on 
Friday. 

Albert Edwards, global 
strategist at Dresdner KMn- 


wort Besson, says the rally 
of the last few days has been 
a technical bounce width he 
doubts win last. 

"Earnings growth is 
crumhhng and risk is being 
reappraised globally. Mar- 
kets in Latin America are 
being battered, 1 * he said. Mr 
Edwards Is particularly pes- 
simistic about the US, where 
he thtniciB the excesses are 
similar to those shown by 
the UK In the late 1960s. 

But Cforis Carter, head of 
global strategy at Investec, 


says that world dock mar- 
kets were 10-15 per cent 
overvalued before the recent 
correction and they have 
now come down to fairly val- 
ued levels. 

He is aba starting to get 
optimistic about Asia where . 
be fhtwiot "there is a very 
good chance we've now sear 
the bottom of equity mar- 
kets. Hie degree of underval- 
uation, even on extraordi- 
narily pessimistic growth 
assumptions, has . now 
became very large." 


rouble 



Dow pauses 
for breath in 
early trade 


Hong Kong leads recovery 


AMERICAS 


After two days of recovery 
for share prices. Wall Street 
took a breather in early trad- 
ing and settled into a choppy 
trading range by midday, 
writes John Labate in New 
York. 

The market's four main 
indices were narrowly Iowa 
as investors skimmed off 
profits alter recent sharp 
run-ups. By early afternoon 
the Dow Jones Industrial 
Average was off 6.18 at 
8,708.47. In the previous two 
sessions the Dow had added 
almost 300 points. 

The broader market was 
also at a near standstill, 
with the Standard & Poor's 
500 index down less than one 
point to 1,100.54. 

Technology shares were 
similarly flat, sending the 
Nasdaq composite, which is 
weighted in high-tech issues, 
down 1.49 to 1353.63. Smalt 
company shares fared worse 
than most, with the Russell 
2000 index off 341 or 0.78 per 
cent to 40838. 

Investors still managed to 
bid some shares sharply 
higher, particularly among 
computer and internet com- 
panies. Dell Computer, 
which reported better-than- 
expected gamings on Tues- 
day, surged 7.7 per cent to 
$U8£. America Online rose 
$2ft to $112*. 

US Treasuries turned 
lower. The benchmark 30- 
year Treasury bond was 
down * to 99, sending the 
yield higher to 5369 per cent 
one day after the Federal 
Reserve’s open market com- 


mittee chose to leave inter- 
est rate policy unchanged. 

Among shares that fell 
sharply were semiconductor 
stocks. The Philadelphia 
Stock Exchange's chip index 
plunged by more than 3 per 
cent to 26041. dragged lower 
by comments on disappoint- 
ment ate profits at Analog 
Devices, a producer of inte- 
grated circuits. Analog’s 
shares tumbled 11 per cent 
or $2U to $21*. 

Sentiment was also hit by 
a profits warning from LSI 
Logic which sent investors 
scrambling to selL LSI was 
down $2* or more than 13 
per cent to $15%. Intel also 
fell back $1% to $90*. 

Among Dow component 
shares, JJ*. Morgan lost $1* 
to $126% and Caterpillar fell 
$8 to $49%. But Aluminum 
Company of America gained 
$1% to $68*. 

TORONTO mostly moved 
sideways in morning trad- 
ing, although, the heavy- 
weight bmiks continued to 
gain ahead of today's start to 
the sector’s results season. 
The 300 composite index was 
up 1832 at 6336-00 at noon. 

Optimism about upcoming 
third-quarter figures lifted 
Royal Rank of Canada, up 
C$3 on Tuesday, by a further 
55 cents to C$7635. Canadian 
Imperial gained 70 cents to 
C$37.40 and Bank of Mon- 
treal rose 85 cents to C$70.75. 

Barrick Gold put on 5 
cents at C$2540, while 
among smaller gold produc- 
ers Euro-Nevada improved 
40 cents to C$1640. Among 
industrials, Canadian Tyre 
sbed C$1 at C$49. 


Peso rally lifts Mexico 


MEXICO CZTy continued to 
push higher as dealers 
reported a sizeable uptick in 
volumes. 

"Its the most turnover 
we've seen for some time," 
said one broker as volumes 
comfortably topped 9m 
shares in the first 30 minutes 
of trading. 

Sentiment was boosted by 
the peso, which rallied in the 
foreign exchanges, and soft- 
ening local money market 
rates. 

At midsession, the bench- 


mark EPC index was up 4134 
or 1.1 per cent at 3,690.78. 

5AO PAULO traded qui- 
etly with the Bovespa index 
up 81 at 8,724 at midsession. 
Brokers said that sentiment 
remained fragile after the 
recent shakeout, hut that the 
upturn in Asia has sparked 
some modest buying: 

Telebrfis was off 0.4 per 
cent at R$11L30, but Petro- 
brSs hardened 03 per cent to 
R$193.00 and Eletrobr&s 
firmed 0.5 per cent at 
RS29.65. 


ASIA PACIFIC 

Buoyed by the stronger yen 
and Wall Street's overnight 
gains, Asian markets rallied, 
notably Hong Kong where 
the authorities were said to 
have again intervened. 

TOKYO pushed higher for 
the second day running, 
although volume remained 
moderate and investors kept 
a wary eye on political devel- 
opments, writes Alexandra 
Barney in Tokyo. 

The benchmark Nikkei 225 
Average rose 342.55 to 
15,40634 for a two-session 
advance of 4 per cent Dur- 
ing the day it had traded 
between 15,161.84 and 
15.416.48. Volume was 384m 
shares. 

With the outcome of a par- 
liamentary debate about a 
plan to rescue Japan’s ailing 
economy still unclear, Hanks 
and heavy Industries were 
the most heavily traded 
stocks. 

Nippon Steel topped the 
market in volume and closed 
up Y3 at Y250. The group’s 
restructuring efforts have 
been viewed favourably by 
the market recently. Fuji 
Heavy, which is expected to 
post strong US car sales, 
moved up Y20 to Y8L0. 

Sumitomo Metals gained 
Y8 to Y200. Overall, iron and 
steel shares improved 7 per 
cent. 

Banks also advanced. 
Bank of Tokyo-Mitsubishi 
was up Y37 to YlJflO and 
Sakura Bank gained Y4 at 
Y275. Long Term Credit 
Bank of Japan, which is 
reported to be suffering from 
liquidity troubles, gaiped Y3 
to Y47. Sanwa was up Y13 to 
Y980, and Sumitomo climbed 
Y43to YU80. 

Canon, the camera and 
office equipment group, 
moved up Y70 to Y3480 on 
news of upbeat first-half 
results. 

The Topix index of all 
first-section .shares gained 
1.5 per cent or 1639 to 
1,183.71. In Osaka, the OSE 
index was up 306 at 16,440. 

HONG KONG rallied 


Mkfcri 225 tenge $nq 
. 173 ' 



strongly, helped by sus- 
pected government interven- 
tion. Sentiment was assisted 
by a decline in local inter- 
bank rates as the yen rose In 
the foreign exchanges. The 
Hang Seng inttor ended up 
411.68 or 5.7 per cent at 
7,62238 after a session high 
Of 7,78131. 

Brokers said there were 
signs of further affinal inter- 
vention with the govern- 
ment seemingly determined 
to squeeze short sellers. 
HSBC rose jumped HK$1L50 
to HK$16730 and Hutchison 
HKS230 to HKS3830. 

OMna stocks recovered all 
of the previous day's losses. 
The red-chip index added 53 
per cent. 

SYDNEY pushed strongly 
higher, helped by robust 
regional markets and a burst 
of speed among leading 
resource stocks. 

BHP rose 51 cents or 33 
par cant to A$13£l andWMC 
surged 54 per cent or 24 
emits to A$4.65. At the dose, 
the All Ordinaries index was 
up 70.6 at 2,636.1 for a 
two-day advance of 33 per 
cent 

Among financials, ANZ 
Bank rose 52 cents to A$935 
and Westpac 23 cents to 
A$10.17. National Mutual, hit 
lately by Hong Kong con- 
cerns, gained. 11 per cent at 
one stage before settling at 
A$2.73, up 23 c ents. 

. KUALA LUMPUR jumped 
almost 9 per cent, as hopes 
of buying by gaverament- 


All share extends gains 


sarrHAffio_ 

Shares in Johannesburg 
continued to rally and at 
yesterday’s dose the all 
share index was up ui.O at 
6384.4 for a two-day gain of 
33 per cent 

Industrials added 14 per 


cent at 7,4159 and financials 
gained 14 per cent to 
103939. Golds firmed L3 per 
cent to 9074. 

The leading insurer Lib- 
erty Life jumped 440 cents or 
4.4 per cent to R105L40 follow- 
ing some strong Interim 
results. 


Dax loses early momentum 


EUROPE 

Shares in FRANKFURT 
pared early gains as Wall 
Street lost momentum at the 
dose of the European day. 
The Xetra Dax finished the 
electronic session little 
changed, off 0.87 at 530148 
after a high of 5,67748. 

Mannesmann was the 
day's top performer, adding 
DM7.80 or 4.8 per cent to 
DM17230 after an upgrade to 
“strong buy" at Morgan 
Stanley Dean Witter. 
Hoechst rose DM3.70 to 
DM8035 on robust interim 
results. A good trading state- 
ment sent Krupp up DfctlO to 
DM29830. 

Banks provided one of the 
more visible weak features. 
Deutsche Bank gave up 
DM4.50 to DM136.50. Com- 
merzbank lost DMl.57 at 
DM58.10. 

PARIS gave up Initial 
gains with the CAC 40 
up 2.47 at 4,125.72 at the 
close of trading after touch- 
ing a session best of 4,159.70. 

Banks powered forward 
following a sector upgrade 
by Goldman. Sachs that sees 
a 15 per cent improvement 
in return on equity "over 
time” for the sector. The bro- 
ker has added Sod4t£ Gener- 
ate, up FFr86 or 7 per cent at 
FFr1314, to its list of recom- 
mended shares. 

Oil companies also 
ground thanks mostly to Elf 
Aquitaine, which stood by 
its forecast of maintained 
earnings this year in spite of 


a 12 per cent decline in first 
half turnover. Elf - gained 
FFr19 to FFr710. 

France Telecom, a strong 
market on Tuesday in line 
with a global bounce for tele- 
communications stocks, ran 
into profit-taking, falling 
FFr12 to FFr464. LVMH 
came off FFr36 to FFr1369. 

AMSTERDAM gained 15.08 
to 1,19934 on the AEX Index 
ahead of today’s options 
expiries. Philips and Aegon 
continued to power higher^ 
but Nedlloyd tumbled wHpari 
of today's second-quarter 
results with investors anx- 
ious about weak far eastern 
container traffic. 

Philips added FD1330 to 
FI 16730 and Aegon FI 6.70 to 
FI 19230. Royal Dutch gained 
FI 1.90 to FI 95.50. In con- 
trast, Nedlloyd fen FI 2.70 or 
7 per cant to FI 35.70. 

ZURICH ri nsed a volatile 
session with the SMI index 
down 53.70 at 7,787.60. Short 
covering lifted the market In 
early trading, but derivative- 
related selling drove index 
heavyweights lower. 

Credit Suisse Group fell 
SFr730 or 2.3 per cent to 
SFr32B30 on speculation of 
derivative-linked losses. 
Deutsche Bank was named 
among its main sellers. 

Roche fen SFY175 or l per 
cent to SF1-I6400. Ciba spe- 
cialty lost SFr6.5Q to 
SFT16130. The company was 
still suffering from negative 
sentiment from poor first- 
half results released Tuesday 
and its announcement of 
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1,100 job losses. Novartis, 
however, gained marginal 
ground on brokers buy 
recommendations, rising 
SFrl to SFi2500. 

MILAN followed Wall 
Street lower and the Mibtel 
index closed down 201 or 03 
per cent at 23357. 

Telecoms stocks suffered a 
bout of profit-taking. Tele- 
com Italia* lost L172 to 
L15.127, and Olivetti, the 
most active stock, came off 
L86 to L4A44. 

Olivetti was sold off after 
Consob, the securities 
authority, launched an 
inquiry into the stock's 8 per 
cent gain on Tuesday follow- 
ing news that Omnitel regis- 
tered 500,000 new clients in 

July. 

Alitalia rose Ll37 to L5364 
an optimism over the new 
airport deal and expectations 
that the shares would be 
included in the Mib30 index. 


MADRID ended a volatile 
day higher as fut u re s buying 
offset profit-taking triggered 
by a' decline on Wall Street 
The general index finished 
7.15 or 03 per cent up at 
892.02. 

Retailers were higher, 
with Contlnente, the hyper- 
market operator, up Ptal9Q 
or 43 per cent to Pta4490 on 
active trading. Pryca, 
another retailer, added Pta80 
to PtaSJOO as a local broker 
raised its recommendation 
based on the retailer's stron- 
ger sales over the past two 
months. Traders said , that 
June sales data released on 
Tuesday confirmed strong 
growth in the sector. 

Pnleva. the milk producer, 
lost PtalOO to Pta5/412. giv- 
ing up gains from earlier in 
the week. 

Banking 'stocks were 
firmer, with BBV up*Pta25 to 
Pta23G0, Santander g a ' r »' n 8 
Ptal to Pta77, and Banco 
Popular adding Pta200 to 
Ptall.930. 

COPENHAGEN edged 
higher with the KFX index 
UP 1.06 to 228.67 as a steep 
decline in Sup erf os. the 
industrial group, eroded the 
market's gains. 

Soperfos lost DKr28 or. 16 
per cent to DKrl45 on worse-' 
than -expected first-half 
results and a downgraded 
fun year’s earnings forecast 

Banks were actively 
traded with Unidanmark 
unchanged at DKr640 and 
Den DanSke Bank, up DKrS 
to DKr830. 


controlled funds triggered 
active short-covering, and 
the composite index gained 
2731 to 34337. 

. M ahathir Mohamad, the 
prime minister, said the gov- 
ernment could use a state- 
run fund, for Moslem pil- 
grims to Mecca to shore op 
share prices. 

Plans for a tax cut and a 
ban an share sales by banks 
were also under consider- 
ation, he said. 

Overseas investors and 
locals bought shares while 
hedge funds scrambled to 
cover their short positions. 

Telkom rose 45 cents to 
M$6.45. while MBf Capital 
gained 10 cents to 513 cents 
on speculation that it was 
involved in the sale of a 
stake in its finance unit to 
GE Capital of the US. 

SEOUL advanced on the 
rise in the yen and a rally in 
Hong Kong, the composite 


puto gaining 10.75 or 3.7 per 
cent to 3QL9Q. Although for- 
eigners remained net sellers, 
blue dtips gained ground on 
buying finked to arbitrage. 

Pasco rose Wool 450 or 34 
per cent to Waa463SQ, Sam- 
sung Electronics added 
Won23Q0 or 73 per cent to 
WOO41300L 

BANGKOK gained ground 
on the buying of banking 
shares by local investors, 
and the SET index rose 739 
or 33 per cent to 24337. 

The bank subindex rallied 
more than 10 per cent, with 
Krong Thai Bank up Btl.10 
to Bt7.60, Thai Fanners 
Bank rising Bt2.75 to Bt22-75 
and Bangkok Bank adding 
BZ2.75 to Bt30. 

Finance shares were also 
strong with National 
Finance, the most active 
stock of the day. adding 
Btfl.70 to Bt4LZ0. 

SINGAPORE stood aside 
from the general upsurge 
across Asia, , dipping 438 to 
92334 an the Straits Times 
index in ttrfn volume follow^ 
ing disappointing results 
from property leader DBS 

IjihI. 

Keppel Land feH 23 cents 

to 72 cents and Cfty Develop- 
ments came off 10 cents at 
S$336l DBS tumbled 6 cents 
to S$140 after revealing a 60 
per cent decline in first-half 
earnings. 

Wriltn rad etfitod by Jeffrey 
Brows, Eraiko Tenurono, 
Andrew Bounds and Paid 


For years Russians have 
complained that their gov- 
ernment has not been pay* 
ing wages or p ensi ons on 
time and that many of thjdr 
banks and companies are 
run solely for the benefit of 
insiders. For the. most pert, 
foreign investors chose to 
ignore their views, betiertag 
such problems were to be 
expected in a transition 
economy. 

. Ultimately, they argued, 
the govemmeot wouM get 
Us finances in order and pay 
all its domestic debts. The 
lure at international capital 
markets and an increasingly 
tough regulatory regime 
would encourage good corpo- 
rate behaviour while punish- 
ing the bad. 

However, following this 
week's de Jam devaluation, 
government debt default. 
a t yj i ^ w ina rri*! debt mora- 
torium, foreign Investors 
have amMimiy gained more 
understanding of wbat- the 
Russian population has been 
complaining about. Those 
investors who believed the 
promises of the government 
and the hanks the most have 
been burned the wrest 
' . For the past few weeks 
Russia's financial markets 
have effectively ceased to 
- function. The Russian 
RTS-IF index plunged 9.42 
' per cent to 9039 yesterday. 
The stock market value of 
Russia's 50 biggest compa- 
nies, which boast some of 
the world's most valuable 
resources of ail, gas, and pre- 
cious metals, amounts to 
just $24bn. Volumes have 
almost dried up at just $10m 
a day. 

Bffl Browder, head of Her- 
mitage Oap iftfl Management, 
one of the. biggest foreign 
' investment groups to Russia, 
argues that the valuations of 
many of Russia's natural 
resource companies are 
again looking ridiculously 
cheap, even more so follow- 
ing the slide in the rouble. 

For pwimpift, Russian oil 
companies will receive a 
profit kick from a lower rou- 
ble temporarily at least - 



became, most of their ears- 
bags are In dollars while 
their costs are in roubles. 
Norilsk Nickel, which 
exports the bulk of Its met- 
als output, should see its 
profitability soar thanks to 
the cheaper rouble. 

But from their own often 
bitter experience, foreign 
investors are now for mote : 
wary about the country*! 
corporate governance. 

Irrespective of macroeco- 
nomic conditions, a far big- 
ger discount seems likely to 
apply to the- value of Russian 
assets because of i nc re ase d 
perceptions of the microeco- 
nomic risks. 

The political folkmt of the 
financial turmoil is also 
unpredictable. 

"The big question is 
whether Russian companies' 
are operating in a country 
where there is political and 
legal stability and ownershto 
values have any value,* 
warns Browder. 

The answer to that ques- 
tion-will not be known for 
months, If not years. 

The dwindling number of 
optimists argue the present 
valuations discount an etrar 
mom amount and Russia's 
long-term economic poten- 
tial remains. Moreover, the 
Russian government has 
little option but to tackle the 
fundamental structural 
reforms of the economy it 
has dodged. 

John Thornhill 
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